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PREFACE 

This  volume  discusses  the  raihvay  business  primarily  from 
the  standpoint  of  the  consumer  of  railway  freight  service — the 
shipper.  It  gives  careful  consideration  also  to  the  relation 
between  the  railway  and  the  public. 

The  aim  is  to  present  a  practical  discussion  of  those  mat- 
ters pertaining  to  the  railway  business  which  particularly 
concern  shippers  and  traffic  men  while  keeping  in  mind  also 
the  interests  of  the  investor  on  the  one  hand  and  on  the  other 
hand  those  of  the  thoughtful  citizen  who  desires  a  right  rela- 
tion between  carrier,  shipper,  and  the  general  public. 

The  first  section  of  the  volume  is  given  to  a  general  de- 
scription and  analysis  of  the  railway  business.  After  a  brief 
presentation  of  the  importance  of  transportation  and  the 
nature  of  the  railway  machine,  chapters  on  the  internal  organi- 
zation of  a  railway,  on  railway  accounts,  and  on  statistics, 
supply  a  foundation  for  an  understanding  of  railway  operation 
and  traffic  problems.  They  are  followed,  in  the  second  section, 
by  an  extensive  discussion  of  railway  geography,  and  a  de- 
scription of  the  operating  and  traffic  conditions  which  affect 
the  various  geographical  groups  of  carriers. 

The  treatment  of  railway  rates,  which  is  in  two  parts, 
fills  the  third  and  fourth  sections.  There  is,  first,  a  statement 
of  the  principles  of  rate  making  and  a  discussion  of  the 
demand  for  and  supply  of  transportation  as  affecting  the  value 
of  the  transportation  service.  This  is  followed  by  a  description 
of  rate  making  in  practice  which  takes  up  the  classification  of 
commodities  for  rate-making  purposes  and  the  rate  structures 
which  have  been  built  up  in  representative  rate  territories. 
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The  fifth  section  deals  with  various  traffic  matters,  such 
as  the  shipping  of  freight,  reconsignment,  demurrage,  freight 
claims,  and  the  terminal  problem. 

The  final  section  of  the  volume,  dealing  with  railway  regu- 
lation, considers  the  present-day  relations  between  railways 
and  the  government.  In  these  chapters  the  great  issues  of  rail- 
way consolidation  and  of  railway  labor  are  taken  up.  The  dis- 
cussion ends  with  an  appraisal  of  government  ownership, 
considered  as  a  program  proposed  for  adoption  by  such  a 
government  as  the  United  States. 

By  solving  the  problems  in  the  appendix,  the  student  will 
be  led  to  form  business  judgments  similar  to  those  required  in 
practical  dealings  with  the  railway  business. 

As  the  subject  of  railway  transportation  is  so  extensive 
and  many-sided,  it  has  been  necessary  to  hold  rigidly  to  certain 
limitations  to  make  room  for  adequate  treatment  of  those  prob- 
lems in  traffic,  rates,  and  present-day  government  policy,  which 
particularly  concern  those  who  have  or  plan  to  have  business 
dealings  with  railways. 

It  is  believed  that  the  approach  here  taken  has  definite 
advantages,  particularly  for  students  in  universities  or  else- 
where whose  personal  acquaintance  with  the  railway  business 
is  but  slight.  By  steering  a  middle  course  between  the  purely 
theoretical  treatise  and  the  merely  descriptive  works  on  traffic 
and  rates,  it  is  believed  that  the  study  of  transportation  may 
be  rendered  at  the  same  time  more  interesting  and  of  more 
practical  value.  Greater  knowledge  of  railway  operating  and 
traffic  problems  and  the  business  aspects  of  railway  transpor- 
tation, should  lead  to  a  truer  appreciation  of  transportation 
economics  and  keener  interest  in  railway  history.  Fuller 
appreciation  of  the  relation  of  railways  to  industry  and  trade 
should  bring,  on  the  one  hand,  a  better  utilization  of  railway 
facilities ;  on  the  other  hand,  a  more  intelligent  attitude  toward 
railway  problems  affecting  the  public. 
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It  seems  reasonable  to  say  that  before  one  attempts  to 
decide  how  railways  should  be  regulated,  one  must  have  a 
knowledge  of  the  economics  of  their  operation  and  the  prob- 
lems which  confront  them.  The  railway  business  is  one  of  the 
largest  and  most  important  businesses  in  the  country.  Unfor- 
tunately, the  conditions  of  its  organization  and  operation  are 
far  too  little  known  to  the  public. 

Moreover,  it  has  come  to  be  so  entangled  in  political  con- 
troversy that  many  people  have  lost  sight  of  the  fact  that  it 
is  a  business,  subject  to  economic  laws.  If  the  American 
people  want  to  have  railways  constructed  and  operated  in 
such  a  way  as  to  insure  a  supply  of  transportation  service 
when  and  where  it  is  needed,  rates  must  be  so  made  on  each 
class  of  traffic  that  the  expense  of  transportation  will  be  de- 
frayed from  revenue  with  something  left  over  for  interest 
on  the  investment  and  profit  for  the  business  enterprise  of 
the  carrier.  If  railways  are  constructed  on  the  basis  of 
political  pressure,  or  if  rates  are  made  to  "aid"  different 
classes  or  various  sections  of. the  country,  economic  considera- 
tions are  abandoned  and  railroading  ceases  to  be  a  business. 
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CHAPTER  I 

NATURE  AND  IMPORTANCE  OF  RAILWAY 
TRANSPORTATION 

"Transportation"  Defined. — Transportation  means  the  reg- 
ular movement  of  goods  or  persons  from  one  point  to  another 
by  some  system  of  conveyance  operating  on  a  large  scale. 
This  movement  of  goods  or  persons  is  conducted  in  such  a 
way  as  to  increase  the  utility  of  things  by  carrying  them  to 
places  where  they  are  wanted  more  than  at  the  point  of  origin. 
Usually,  transportation  is  carried  on  for  the  purpose  of  making 
a  gain.  This  means  that  it  is  usually  a  business  operation.  In 
any  case,  the  means  of  transportation,  such  as  railways 
and  steamship  lines,  are  a  part  of  the  great  machinery  of  pro- 
duction by  which  both  the  wealth  and  the  welfare  of  the  world 
are  increased. 

It  is,  perhaps,  not  obvious  why  "transportation"  should  be 
limited  to  the  regular  movement  of  things  on  a  large  scale.  A 
moment's  thought,  however,  will  show  that  the  term  has  come 
to  apply  to  the  more  highly  organized  processes  of  the  present 
industrial  world,  and  just  as  "manufacture"  no  longer  means 
making  things  by  hand,  so  transportation  no  longer  means  car- 
riage by  pack  animal  or  any  irregular  or  unsystematic  move- 
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ment.  The  transportation  agencies  which  invite  our  study 
hold  themselves  out  to  carry  goods  or  persons  at  regular  inter- 
vals and  in  such  quantities  or  numbers  as  may  be  offered. 

Supply  and  Demand  Aspects. — Transportation  has  two 
sides :  first,  the  performance,  or  act  of  carriage ;  second,  the 
service.  The  former  is  the  supply  side  of  transportation.  It 
is  concerned  with  the  expenditure  of  energy,  with  mechanical 
devices,  and  with  cost.  Its  problems  are  technical.  The  service, 
however,  is  primarily  an  economic  or  social  matter.  It  is  the 
basis  of  demand  for  transportation;  the  service  is  what  is 
wanted  by  the  shipper  and  the  passenger.  It  is  what  is  bought 
and  sold,  as  "ton-miles"  or  "passenger-miles."^  Engineering 
and  management  deal  chiefly  with  performance;  traffic  and 
rate  policies  are  concerned  with  service.  The  two  aspects, 
however,  are  interrelated,  much  as  are  supply  and  demand. 

Factors  in  Transportation  Efficiency. — Perhaps  all  limita- 
tions on  human  life  can  be  reduced  to  terms  of  space  and  time. 
It  is  distance  and  the  relentless  passage  of  minutes,  hours,  or 
days,  which  prevent  us  from  achieving  our  desires.  Trans- 
portation agencies  are  one  of  the  most  important  means  of 
overcoming  these  limitations,  and  the  railway  and  the  steam- 
ship both  "annihilate  distance"  and  save  time. 

The  tests  of  railway  efficiency  can  best  be  put  in  terms  of 
the  foregoing  accomplishments.  The  primary  purpose  in 
building  railways  is  to  overcome  distance,  and  if  we  could 
leave  out  time,  the  amount. of  transportation  would  be  a  mere 
question  of  miles.  But  in  addition  to  mileage,  we  have  to  con- 
sider the  speed  and  the  quality  of  transportation,  to  say  nothing 
of  economy.  In  reality,  the  quantity  of  transportation  pro- 
duced depends  largely  on  the  rate  of  speed,  that  is,  on  a  com- 
bination of  distance  and  time.    It  is  said  that  increasing  by  one 


*  For  definition  of  these  terms  see  page   53   and   in  Glossary. 
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mile  the  distance  traveled  by  each  freight-car  per  day  would 
be  equivalent  to  adding  100,000  cars  to  the  nation's  equipment. 
But  no  matter  how  fast  or  how  far  the  haul,  there  could  be 
no  final  test  of  efficiency  without  taking  into  consideration  the 
quality  of  the  service  and  the  economy  of  the  performance. 
Quality  has  to  do  with  convenience  and  security ;  while  econ- 
omy concerns  the  relation  of  the  cost  to  the  utility  gained. 
Other  tests  of  railway  efficiency  lie  in  the  regularity  and  the 
continuity  of  the  service.  Thus,  we  conclude  that,  in  the  most 
ultimate  and  simple  terms,  there  are  six  factors  in  transporta- 
tion efficiency :  (I)  distance  overcome.  (2)  speed.  (3)  regu- 
larity,  (4)   frequency,  (5)  quality,   (6)  economy. 

General  Advantages  of  Transportation. — Obviously,  the 
two  great  general  advantages  of  improved  transportation  are 
a  reduction  in  the  energ>'  required  for  conveyance  and  in  the 
time  elapsing  between  the  point  of  origin  and  the  point  of 
destination.  These  things,  for  example,  make  possible  the 
wider  use  of  perishable  commodities,  such  as  fruits  and  milk, 
and  allcAV  a  closer  and  more  continuous  contact  among  widely 
separated  communities.  The  first  of  these  general  advantages 
has  to  do  with  what  economists  call  "place  utility."  for  it  is  by 
reducing  the  cost  of  hauling  that  the  expense  of  the  commodity 
delivered  to  the  destination  point  is  brought  down  to  the  level 
of  the  pocketbook  of  the  prospective  consumer.  This  makes  it 
possible  for  the  commodity  to  gain  utility  by  changing  place. 
The  other  general  advantage  results  in  "time  utility."  inas- 
much as  the  availability  of  goods  zvhcn  they  are  wanted  greatly 
increases  their  utility. 

Special  Advantages. — But  aside  from  these  broader  aspects 
of  transportation  advantage,  a  large  number  of  more  special 
advantages  might  be  pointed  out.  Among  the  more  important 
of  these  are  the  following : 
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Improved  transportation  has  developed  broader  markets, 
leading  to  the  diversification  of  wants  and  satisfactions.  Raw 
materials  are  assembled  from  the  ends  of  the  earth  and  finished 
products  are  as  widely  distributed,  both  by  means  of  improved 
transportation.  In  fact,  the  railway  and  the  steamship  line 
are  the  instruments  of  exchange  and  are  in  that  sense  similar 
to  money.  It  will  be  remembered  that  Adam  Smith  likened 
money  to  a  great  way  through  the  air  which  facilitates  ex- 
change by  eliminating  friction.  Similarly,  we  can  say  that  the 
great  ways  of  transportation,  by  reducing  the  friction  of  con- 
veyance, facilitate  exchange.  Both  money  and  railways  are 
instruments  which  facilitate  marketing. 

By  transportation,  division  of  labor  is  increased.  This  ap- 
plies both  to  occupational  division  of  labor,  which  brings 
speciahzation  in  trades  and  professions,  and  to  territorial  di- 
vision, with  its  localization  of  industries  at  most  economical 
points.  When  men  can  count  on  regular  supplies  of  necessities 
made  by  others,  and  can,  by  the  same  token,  secure  a  continu- 
ous movement  for  their  own  products,  they  can  then  specialize. 
It  is  by  means  of  extensive  transportation  improvements,  both 
by  rail  and  water,  that  the  great  steel  industry  of  the  Pitts- 
burgh district  can  assemble  the  supplies  of  coal,  ore,  and  lime- 
stone, secure  its  food  supplies  from  the  West,  and  at  the  same 
time  deliver  its  products  the  world  over.  Thus  transporta- 
tion facilitates  localization. 

Transportation  has  an  important  effect  on  the  distribution 
of  wealth.  It  affects  the  sharing  of  wealth  among  the  classes 
known  as  laborers,  capitalists,  and  land  owners.  By  reducing 
congestion  in  cities  and  giving  labor  more  power  to  move  about 
in  search  of  better  employment,  transportation  tends  to  main- 
tain a  higher  level  of  money  wages;  while  at  the  same  time,  it 
tends  to  keep  down  the  cost  of  food  and  other  necessaries,  thus 
raising  "real  wages."   Many  railways  maintain  immigration 
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bureaus  which  are  effective  in  mobihzing  labor  and  transfer- 
ring it  to  the  more  sparsely  settled  regions. 

In  much  the  same  way,  transportation  development  tends  to 
equalize  land  rents,  for  it  reduces  the  disadvantage  of  location 
of  remote  places  and  decreases  the  strategic  dominance  of  the 
more  central  locations.  A  new  railway  raises  the  value  of  ad- 
jacent farm  land,  while,  by  opening  up  suburbs  to  com- 
muters, city  rents  are  reduced.  No  doubt,  interest  rates  are 
equalized  in  a  similar  manner.  In  short,  by  making  labor  and 
capital  more  mobile  and  by  making  agricultural  development 
more  uniform,^  development  of  transportation  tends  to  prevent 
both  local  congestion  and  overproduction,  and  local  under- 
development and  scarcity.  This  tendency  helps  to  secure  a 
maximum  production  as  well  as  a  more  equitable  distribution 
of  wealth. 

Social  Effect. — The  broader  social  and  political  effects  of 
improved  transportation  should  also  be  noted.  Notable  among 
these  is  the  relation  of  transportation  to  that  concentration  of 
population  in  cities  which  is  so  striking  a  phenomenon  in  pres- 
ent-day life.  Transportation  both  makes  this  possible  and  alle- 
viates the  hardships  which  result  from  it.  It  is  said  that  the 
produce  of  50  acres  of  land  is  required  to  support  one  man 
living  in  a  city.  If  this  be  true,  a  city  having  a  population  of 
5,000,000,  of  which  2,000,000  were  adults,  would  require  the 
service  of  100,000,000  acres.  Greater  New  York,  together 
with  Jersey  City,  Hoboken,  and  Bayonne,  had  in  1920  a  pop- 
ulation of  over  6,103,000,  which  enormous  aggregation  could 
only  be  fed  and  clothed  through  the  continuous  operation  of  a 
vast  network  of  railways  and  waterways.  At  the  same  time, 
the  population  of  this  congested  area  is  as  widely  diffused  as 
possible  by  means  of  electric  and  steam  lines.     Each  week-day 
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morning  in  the  year  over  300,000  "commuters,"  mostly  adults, 
pour  into  Greater  New  York  from  within  a  radius  of  approxi- 
mately 50  miles  from  the  center  of  Manhattan ;  and  each  even- 
ing they  return  to  their  homes  in  the  country  and  small  towns 
from  which  they  came. 

The  effect  of  rapid  and  continuous  transportation  upon 
social  intercourse  within  a  country  is  vital.  It  helps  to  produce 
social  solidarity  and  a  uniformity  in  customs  which  is  very 
different  from  the  localism  of  earlier  days. 

Political  Effects. — Politically,  transportation  is  all-impor- 
tant. In  the  first  place,  it  makes  possible  the  efifective  internal 
policing  of  a  nation,  enabling  the  government  to  intervene  and 
cjuell  local  disturbances  or  safeguard  local  property  rights.  In 
the  second  place,  it  is  a  vital  adjunct  in  external  defense,  being 
an  essential  to  military  strategy  and  to  the  efifective  function- 
ing of  commissary  and  hospital  operations.  One  only  has  to 
recall  the  effectiveness  of  the  German  transportation  service 
and  the  weakness  of  the  Russian  in  the  World  War  to  appre- 
ciate the  full  force  of  this  point.  It  was  largely  this  realiza- 
tion that  led  to  the  temporary  nationalization  of  the  railways 
in  the  United  States.  In  the  third  place,  the  political  impor- 
tance of  effective  intercommunication  among  sections  of  a 
country  should  be  remembered.  The  history  of  the  United 
States  furnishes  many  illustrations  of  this,  among  which  may 
be  mentioned  the  service  of  the  earlier  roads  and  canals  in  pre- 
venting the  growth  of  a  separate  nation  west  of  the  Alle- 
ghenies,  and  later  on,  the  effectiveness  of  the  Pacific  railways 
in  binding  the  Pacific  Coast  section  to  the  nation.  Transpor- 
tation has  played  a  vital  part  in  determining  national  soli- 
darity in  many  nations  and  times. 

Transportation  as  a  Public  Utility — It  is  interesting  to 
reflect  that  transportation,  and  notably  the  railway,  aids  both 
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differentiation  and  integration.  On  the  one  hand,  it  makes 
possible  division  of  labor  and  local  specialization,  while  on  the 
other  hand  it  binds  together  the  various  divisions  and  localities 
through  a  system  of  exchange  and  informal  cooperation. 

Such  being  the  case,  it  is  little  wonder  that  the  agencies  of 
transportation  have  come  to  be  thought  of  as  "public  utilities" 
and  are  commonly  recognized  to  have  a  peculiar  public  im- 
portance. The  great  German  economist,  Adolph  Wagner, 
somewhere  says  concerning  transportation :  "It  has  a  signifi- 
cance for  all  human  life  far  beyond  material  economic  consider- 
ations, embracing  migration  and  settlement,  spiritual  and  mate- 
rial culture,  and  so  is  a  condition  of  universal  importance  as  a 
real  fundamental  for  the  existence  and  development  of  civil- 
ized society."  And  again.  President  Hadley,  in  his  work  on 
Transportation,  says :  "No  one  symptom  in  business  or  in  poli- 
tics marks  the  direction  of  national  activity  so  clearly  as  does 
the  way  in  which  the  transportation  system  is  organized  and 
controlled." 

Size  of  Railway  Industry. — Railway  transportation  is  the 
greatest  single  industry  in  the  United  States,  excepting  only 
agriculture.  This  can  be  demonstrated  on  almost  any  basis 
of  comparison.  What  other  industry  has  2,000,000  em- 
ployees? What  other  industry  has  an  investment  of  over 
$18,000,000,000? 

A  few  facts  concerning  the  magnitude  of  the  railway  sys- 
tem of  the  country  will  serve  to  emphasize  the  importance  of 
the  subject.  In  1920  there  were  252,844  miles  of  railway  line 
owned  in  the  United  States.^  The  net  capitalization  (stocks 
and  funded  debt)  of  all  railway  properties  was  $18,086,000,- 
000.^  The  gross  revenue  from  the  operation  of  the  combined 
railways  of  the  country  in  1920  was  over  $6,300,000,000. 
For  this  sum  of  money  the  railways  transported  1,363,000,000 
tons  of  freight  an  average  haul  of  303  miles,  and  1,269,000,- 


^250,156  mi.   in   1924.  '$18,639,664,000   in    1924. 
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ooo  passengers,  an  average  of  38  miles.  In  addition,  mail 
and  express  services  were  rendered.  The  total  receipts  for  this 
Herculean  performance  represented  an  average  per  capita  pay- 
ment for  the  country  of  approximately  $59.  Of  this  payment 
$41  went  for  freight  service  and  $12  for  passenger  fares.  On 
account  of  the  higher  rates  which  existed  in  1920  these  figures 
are  greater  than  now  obtain.  But  they  illustrate  fairly  the 
stake  that  each  individual  has  in  the  transportation  system  of 
the  country. 

■  Viewing  Railways  from  Different  Standpoints — Instru- 
ment of  Production. — If  the  foregoing  pages  have  served  to  give 
a  fair  idea  of  the  general  nature  of  transportation,  it  is  now 
time  to  examine  more  carefully  that  particular  kind  of  trans- 
portation with  which  this  book  is  concerned. 

A  railway  is  an  instrument  for  handling  and  transporting 
freight  and  passengers  by  land,  the  primary  feature  of  which 
is  the  operation  of  vehicles  which  run  upon  heavy  steel  bars, 
called  rails.  This  instrument  of  transportation  is  a  very  large 
and  complicated  mechanism,  which  has  so  many  aspects  that 
no  two  people  are  apt  to  consider  it  from  exactly  the  same  point 
of  view. 

The  railway  may  be  considered  as  an  economic  instrument 
of  production,  just  as  a  factory  plant  or  a  farm  and  its  equip- 
ment. From  this  point  of  view  the  railway  would  be  ana- 
lyzed into  such  component  parts  as  land,  labor,  capital,  and 
business  enterprise.  The  most  obvious  part  of  the  land  factor  is 
the  "right-of-way"  on  which  the  tracks  extend,  but  there  is  also 
the  very  valuable  and  important  land  occupied  by  stations  and 
office  buildings,  and  some  roads  also  own  large  tracts  of 
mineral  and  forest  lands.  The  great  army  of  laborers  em- 
ployed by  the  railways,  such  as  train  men,  maintenance  of 
way  and  shop  men,  clerks  and  telegraphers,  constitute  a  large 
part  of  the  railway  problem,  and  the  compensation  of  the  em- 
ployees makes  up  approximately  60%  of  the  total  operating 
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expenses.  The  capital  factor  is  found  in  the  shape  of  track, 
rolling  stock,  buildings,  and  other  items  of  plant  and  equipment. 
The  board  of  directors,  representing  the  stockholders,  supply 
the  business  enterprise.  So  regarded,  the  railway  is  merely  a 
type  of  productive  mechanism,  similar  to  any  large  manufac- 
turing establishment. 

Railways  as  a  Source  of  Private  Gain. — In  the  second  place, 
we  may  look  upon  the  railway  as  a  means  of  private  gain  by 
which  business  men  are  enabled  to  make  profit  by  selling  trans- 
portation service  at  a  higher  price  than  they  pay  for  labor, 
materials,  and  supplies  required  for  the  production  of  that 
service.  Problems  of  business  technique  would  be  considered 
from  this  point  of  view  in  which  the  traffic  or  sales  depart- 
ment of  the  railway  would  play  a  large  part. 

Form  of  Business  Organization. — From  a  third  point  of 
view,  the  railway  may  be  regarded  as  a  form  of  business  or- 
ganization. So  regarded,  the  corporate  form  is  emphasized, 
and  back  of  that  form  we  see  the  body  of  investors  who  are 
interested  in  the  earning  capacity  and  the  dividends  and  bond 
interest  of  the  railway  company.  Or  from  the  same  point  of 
view,  we  may  consider  the  business  organization  as  a  matter 
of  management,  in  which  case  we  shall  see  the  operating  prob- 
lem of  moving  trains,  and  the  traffic  problem  of  the  freight 
and  passenger  service.  As  a  form  of  business  organization, 
also,  a  railway  has  its  problems  of  departmentalization  and 
the  coordination  of  its  various  operations.  Some  roads  give 
their  division  superintendents  complete  control,  while  others 
place  parts  of  the  operations  of  a  division  under  the  supervi- 
sion of  more  highly  specialized  superintendents.  In  any  case, 
from  president,  through  general  manager,  to  conductors  and 
section  bosses,  the  lines  of  authority  and  communication  must 
be  kept  open  and  effective. 

An  engineer  would  regard  a  railway  as  a  technical  mechan- 
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ism  and  would  be  concerned  with  its  physical  properties  and 
operations. 

Railways  as  Citizens. — Finally,  a  railway  may  be  regarded 
as  a  citizen.  Each  railway  has  its  problem  of  maintaining  right 
relations  with  the  public  and  with  the  government  which  repre- 
sents the  public.  It  must  conform  to  the  regulations  imposed 
by  the  government,  and  it  must  pay  taxes. 

Description  of  a  Railway  from  Technical   Standpoint — 

For  the  purposes  of  this  introductory  chapter,  the  technical 
point  of  view  may  best  be  chosen  for  the  basis  of  a  brief  de- 
scription of  a  railway.  Indeed,  the  kind  and  amount  of  capi- 
tal are  closely  connected  with  the  form  of  plant  and  equip- 
ment, and  even  the  departments  of  the  business  organization 
must  conform  to  the  technical  structure. 

A  railway  is  not  a  train  nor  a  track  nor  a  freight-house ;  it 
is  all  these  things  and  much  more.  A  glance  at  the  items  of 
railway  expenses  as  set  forth  in  one  of  the  reports  of  the  Inter- 
state Commerce  Commission  is  most  illuminating.  Follow- 
ing is  a  partial  list  of  these  expenses : 

Partial  List  of  Railway  Operating  Expenses 

I.  Maintenance  of  Way  and  Roadway  buildings 

Structures:  Water  stations 

Roadway  maintenance  Fuel  stations 

Tunnels  and   subways  Shops   and   engine-houses 

Bridges,  trestles,  and  cul-  Grain  elevators 

verts  Storage  warehouses 

Elevated  structures  Wharves  and  docks 

Ties  Coal  and  ore  wharves 

Rails  Gas-producing  plants 

Other  track  material  Telegraph    and    telephone 
Ballast  lines 

Track  laying  and  surfacing  Signals  and  mterlockers 

Right-of-way  fences  Power  plant  dams,  canals, 
Snow  and  sand  fences  and  and  pipe  lines 

snow  sheds  Power  plant  buildmgs 

Crossings  and  signs  Power  substation  buildings 
Station  and  office  buildings  —depreciation 
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Power  line  poles  and  fix- 
tures 

Underground  conduits 

Paving 

Roadway  machines 

Small  tools  and  supplies 

Removing  snow,  ice,  and 
sand 

Injuries  to  persons 

Insurance 

II.  Maintenance      of      Equip- 
ment: 

Shop  machinery 

Steam  locomotives  —  re- 
pairs 

Other  locomotives — repairs 

Freight-train  cars — repairs 

Passenger-train  cars — re- 
pairs 

Motor  equipment  of  cars — 
repairs 

Floating  equipment — re- 
pairs 

Work  equipment — repairs 

III.  Traffic: 

Advertising 
Traffic  associations 
Fast  freight  hnes 
Industrial  and  immigration 
bureaus 


IV.  Transportation — Rail  Line: 
Dispatching   trains 
Station  employees 
Weighing,    inspection,   and 

demurrage  bureaus 
Coal  and  ore  wharves 
Yardmasters      and      yard 

clerks 
Engine-house      expenses — 

yard 
Train  enginemen 
Train  power  produced 
Operating  sleeping-cars 
Crossing  protection 
Drawbridge   operation 
Telegraph    and     telephone 

operation 
Express  service 

V.  Transportation  —  Water 
Line: 
Operation  of  vessels 
Operation  of  terminals 

VI.  Miscellaneous  Operations  : 
Dining  and  buffet  service 
Hotels  and  restaurants 
Stockyards 

VII.  General  : 

Law  expenses 

Relief  department  expenses 

Pensions 


Three  Factors  in  the  Route — Grade. — First  and  foremost, 
the  transportation  agency  which  concerns  us  is  a  rail-road. 
This  word  really  consists  of  two  parts,  standing  for  distinct 
ideas,  and  from  the  most  general  point  of  view,  the  railway 
is  above  all  a  road.  But  roads  differ  w'idely  from  one  another, 
their  value  depending  upon  the  route  taken  by  them  and  the 
character  of  their  roadbeds.  The  route  of  a  railway  is  of 
fundamental  importance  as  it  affects  both  operating  expenses 
and  earnings.  The  three  chief  factors  in  the  route  are:  (i) 
profile,  or  grades;  (2)  curves;  (3)  distance. 

The  most  important  of  these  factors  are  the  grades.  The 
existence  of  steep  grades  may  require  the  operation  of  an  ex- 
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pensive  "pusher"  service.  It  is  well  known  that  the  great 
advantage  held  by  the  New  York  Central  railway  company  in 
its  competition  with  other  trunk  lines  (running  from  North 
Atlantic  Seaboard  to  the  Middle  West)  is  the  virtual  absence 
of  grades,  due  to  the  fact  that  it  follows  the  valleys  of  the 
Hudson  and  Mohawk  rivers  from  New  York  City  to  Buffalo. 
The  steepest  grade  on  a  railway  is  called  its  "ruling"  grade, 
while  the  various  ups  and  downs  are  spoken  of  as  "rise  and 
fall."  The  ruling  grade  generally  determines  the  size  of  the 
maximum  trainload  that  can  be  hauled  over  the  division  on 
which  it  occurs,  and  often  acts  as  a  sort  of  bottle  neck  limiting 
the  capacity  of  the  whole  system.  The  amount  of  rise  and 
fall,  on  the  other  hand,  exercises  a  more  general  effect  on  oper- 
ating expenses  and  limits  train  speed.  The  importance  of 
grades  often  varies  with  the  direction  of  the  heavy  traffic,  and 
when  the  down-grade  lies  in  the  same  direction  as  the  pre- 
dominant traffic,  as  is  the  case  with  certain  bituminous  coal 
roads,  gravity  helps  pull  the  load  and  efficient  results  are 
secured. 

Curvature  of  Route. — The  next  most  important  factor  in 
the  route  is  its  curvature.  Curves  in  a  railway  line  limit  speed 
and  trainload,  increase  wear  and  tear,  and  tend  to  increase 
accidents.  These  effects  are  especially  in  evidence  if  the  curves 
occur  on  grades,  as  then  the  friction  of  the  curve  combines 
with  the  pull  of  gravity  to  resist  the  progress  of  the  train. 
Curves  restrict  trainload  and  speed  chiefly  because  in  round- 
ing them  the  wheels  of  the  cars  are  forced  and  held  in  sharp 
contact  with  the  rails,  the  great  friction  being  evidenced  by 
the  shrill  singing  of  the  steel — a  sound  with  which  all  are 
familiar.  By  the  same  token,  derailments  are  especially  apt 
to  occur  on  curves. 

Distance  of  Route. — Distance  is  not  ordinarily  so  impor- 
tant as  either  grades  or  curves,   for  once  on  wheels,  a   few 
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miles  more  or  less  have  but  little  effect  on  transportation 
expenses.  Of  course,  this  idea  may  be  overworked,  and  it 
must  not  be  taken  to  justify  freight  rates  made  without  regard 
to  "distance.  But  within  limits  it  is  true.  A  good  illustration 
of  what  is  meant  is  furnished  by  a  comparison  of  the  Balti- 
more and  Ohio  Railroad  Company  with  the  New  York  Cen- 
tral. The  former  has  the  shortest  route  from  Chicago  to  the 
Atlantic  Seaboard  and  is  many  miles  shorter  than  its  com- 
petitor, but  the  New  York  Central  is  so  much  more  favored 
as  to  grades  and  curves  that  it  is  usually  considered  to  have 
the  more  advantageous  route. 

Other  Factors  in  a  Railway's  Route. — Other  elements  con- 
nected with  the  route  of  a  railway  are  "cuts,"  "fills,"  tunnels, 
and  bridges.  The  necessity  for  these  works  obviously  depends 
upon  the  route  taken  or  upon  the  policy  of  the  company  in 
meeting  the  problems  presented  by  the  chosen  route.  Some- 
times the  only  possible  course  in  the  beginning  is  to  build 
cheaply;  that  means  foregoing  the  cuts,  fills,  and  tunnels  which, 
if  constructed,  would  reduce  grades  and  operating  expenses. 
Tunnels  are  costly  at  best,  and  in  the  past  have  often  l^een 
outgrown,  with  the  result  that  they  have  not  sufficient  width 
or  overhead  clearance  to  allow  an  economical  development  of 
traffic.  The  Erie  Railroad,  for  example,  long  depended  upon 
a  tunnel  at  Bergen,  New  Jersey,  which  was  a  veritable  bottle 
neck,  restricting  all  its  traffic  in  and  out  of  New  York  City. 
In  an  analogous  way  the  strength  of  bridges  and  trestles,  or 
the  number  of  tracks  provided  by  them,  limit  the  load  and 
volume  of  traffic.  Bridges  over  such  rivers  as  the  Mississippi 
and  the  Hudson  are  important  in  railway  strategy. 

The  Roadbed. — So  much  for  the  route  aspect  of  the 
"road."  The  "roadbed"  proper  is  largely  a  matter  of  width 
and  ballast.  The  width  of  the  bed  prepared  for  the  tracks 
varies  considerably,  and  with  this  factor  varies  the  prepared- 
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ness  of  a  railway  to  multiply  its  tracks  to  accommodate  grow- 
ing traffic. 

It  is  to  be  noted  that  as  regards  cuts,  fills,  tunnels,  and 
bridges,  the  questions  of  route  and  roadbed  overlap,  and -not 
infrequently  the  lack  of  width  in  the  roadbed  is  due  to  the 
narrowness  of  cuts  and  tunnels. 

The  upper  part  of  the  roadbed  is  ordinarily  covered  with 
a  layer  of  some  material  which  packs  tightly  but  remains 
porous,  such  as  crushed  stone  or  gravel.  Such  a  layer  is  called 
"ballast"  and  serves  several  purposes,  among  which  are  the 
distribution  of  weight  of  trains  over  a  wider  bearing  surface 
and  the  facilitation  of  maintenance  and  track  leveling. 

The  Railway  Track. — On  top  of  the  roadbed,  which  is 
prepared  over  the  length  of  the  railway's  route,  is  placed  the 
"track,"  or  tracks,  which  consist  chiefly  of  ties  and  rails.  The 
latter,  the  use  of  which  gives  the  railway  its  name,  are  now 
pretty  well  standardized  in  this  country  as  to  cross-section  and 
composition,  although  they  vary  considerably  in  weight. 
Practically  all  rails  now  are  of  steel,  some  roads  using  the 
Bessemer  and  others  the  open-hearth  product.  The  ordinary 
range  of  weight  is  between  50  and  no  pounds  per  yard.  But 
considerably  heavier  rails  than  this  are  used,  and  relatively 
little  of  the  lighter  weight  is  now  laid  down. 

The  rails  are  fastened  to  wooden  "ties"  which  serve  to  keep 
them  in  alignment  as  well  as  to  anchor  them  to  the  ballast  of 
the  roadbed.  It  is  now  good  practice  to  place  plates  of  iron 
or  steel  called  "tie  plates"  between  the  rail  and  the  tie,  which 
lengthens  the  life  of  the  tie  and  tends  to  prevent  shearing  of 
the  spikes  which  fasten  the  rails  to  the  ties.  The  tie  problem 
is  a  very  serious  one  for  the  railways,  as  the  supply  of  timber 
suitable  for  ties  has  become  scarcer.  As  a  result,  the  railways 
have  gone  to  great  expense  in  providing  for  the  "treating"  of 
ties  with  preservatives  for  the  purpose  of  lengthening  their 
Hfe. 
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The  number  of  tracks,  which  is  partly  dependent  upon  the 
width  of  the  roadbed,  varies  greatly  among  the  different  rail- 
ways but  it  may  be  said  that  as  the  density  of  traffic  grows 
the  tendency  is  towards  double-tracking,  while  trunk  lines  have 
as  high  as  six  tracks  over  considerable  distances.  The  mileage 
of  single  track,  or  "miles  of  line,"  was  approximately  250.000 
in  1920;  the  mileage  of  the  second  track — and  accordingly  of 
double-tracked  line— was  approximately  30,000.  In  addition, 
there  were  approximately  2,800  miles  of  third  track  and  over 
2,000  miles  of  fourth  and  other  main  tracks. 

Next  to  the  mileage  of  single  main  track,  the  most  impor- 
tant trackage  is  that  found  in  yards  and  sidings,  which  amounts 
to  over  106,000  miles.  It  is  to  be  borne  in  mind  that  the  pass- 
ing tracks,  or  "sidings,"  are  of  the  utmost  importance  in  oper- 
ating a  railway,  and  upon  their  frequency  and  length  depends 
to  a  large  extent  the  volume  of  traffic  that  can  be  handled. 
Their  number  limits  the  number  of  trains  that  can  be  operated 
at  a  given  time,  and  their  length  limits  the  number  of  cars  per 
train.    Much  the  same  can  be  said  of  the  "yards"  at  terminals. 

Rolling  Stock — Locomotives. — After  the  rail-road  proper, 
with  its  route,  roadl^ed,  and  track,  the  second  great  division 
of  the  railway  plant  and  equipment  consists  of  the  "rolling 
stock,"  embracing  various  types  of  locomotives  and  cars. 

Locomotives  may  operate  by  steam  or  electricity,  and  elec- 
tric locomotives  are  now  frequently  found  in  use  at  congested 
terminals,  in  tunnels,  or  over  mountains  where  power  is  cheap. 
Freight  locomotives  differ  widely  from  the  passenger  type, 
being  constructed  to  give  greater  tractive  or  pulling  power  by 
putting  more  weight  on  the  drive  wheels  and  to  develop  a 
maximum  power  at  lower  speed.  A  special  type  of  locomotive 
is  also  required  for  switching  and  yard  service. 

The  locomotive  is  the  motive  power  of  the  railway  mechan- 
ism, and  over  one-third  of  the  total  operating  expenses  of  a 
railway  go  to  maintain  this  power.     In  191 7,  which  may  be 
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taken  as  a  fairly  typical  year,  the  items  covering  repairs,  fuel, 
engine-house  service,  and  wages  of  engine  men  for  steam- 
train  locomotives  were  29%  of  total  operating  expenses,  and 
yard  locomotives  required  4%  additional. 

Elsewhere  there  will  be  occasion  to  observe  that  one  of 
the  vitally  important  operating  conditions  is  the  speed  with 
which  trains  are  moved  over  the  line.  Already  it  has  been 
pointed  out  that  grades  and  curves  are  important  as  limiting  the 
speed  of  trains,  and  here  it  should  be  noted  that  the  average 
speed  or  miles  per  day  made  by  the  cars  of  a  railway  are  natur- 
ally dependent  in  part  upon  the  quantity  of  locomotive  trac- 
tive power  available.  This,  in  turn,  depends  upon  the  number, 
size,  type,  and  condition  of  locomotives  possessed.  Naturallv, 
individual  railways  differ  widely  in  the  adequacy  of  their 
tractive  power ;  but  there  has  been  a  great  increase  in  the  coun- 
try as  a  whole  as  is  shown  by  the  following  statement : 


Year 

Number  of 
Locomotives 

Tractive  Power 
Pounds 

Tons  Carried  One 
Mile  (000  omitted 

1902 
1910 
1920 

41.225 

58,240 

*66,5ii 

839.073.000 

1,588,894,000 

*2,399. 1 57.000 

157.289,370 
.255,016,910 
*4ii,i5i,i9i 

Increase,  18  years 

61% 

186% 

162% 

*  Estimated. 


The  figures  show,  first,  that  the  tractive  power  has  in- 
creased more  rapidly  than  the  number  of  locomotives,  which 
means  that  the  average  weight  and  efficiency  per  locomotive 
have  increased;  and  second,  that  tractive  power  has  increased 
more  rapidly  than  traffic.  The  number  of  tons-carried-one- 
mile  per  unit  of  tractive  power  was  less  in  1920  than  it  was 
in  the  earlier  years. 
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Freight-  and  Passenger-Cars. — Coupled  with  the  power 
furnished  by  locomotives  there  must  be  the  carrying  capacity 
of  cars.  Naturally,  railway  cars  fall  into  two  great  groups: 
freight-cars  and  passenger-cars.  The  diversity  of  the  service 
performed  by  the  railways  and  their  obligations  as  carriers 
are  indicated  by  the  variety  of  their  equipment.  Under  the 
head  of  freight-cars  we  find  listed  box  cars,  flat  cars,  coal-cars, 
stock-cars,  tank-cars,  and  refrigerator-cars.  The  two  largest 
classes  are  the  box  cars,  of  which  there  are  over  1,000,000, 
and  the  coal-cars,  numbering  over  950,000.  Did  space  permit, 
it  would  furnish  an  interesting  sidelight  on  the  railway  service 
to  mention  the  numerous  types  of  special-service  freight  equip- 
ment provided  by  the  carriers,  including  milk-cars,  poultry- 
cars,  automobile-cars,  etc. 

Under  the  head  of  passenger-cars,  or  better,  passenger- 
service  cars,  come  chiefly  the  regular  passenger  coaches  and 
various  combination  passenger-cars,  numbering  well  over 
36,000;  but  in  addition  there  are  baggage-cars,  dining-cars, 
postal-cars,  parlor-cars,  sleeping-cars,  emigrant-cars,  and  other 
types,  which  bring  the  total  number  up  to  approximately 
55,000.  Of  these  about  27%  are  of  steel  construction.  The 
seating  capacity  of  all  passenger-cars  combined  is  estimated  at 
nearly  2,300,000. 

The  tendency  has  been  toward  a  steady  increase  in  the 
capacity  of  freight-cars,  and  while  the  average  capacity  in 
1902  was  28  tons,  it  had  increased  to  over  41  tons  in  1920. 
The  freight-cars  now  being  put  into  service  average  well  up 
to  50  tons  capacity.  The  increase  in  number  of  freight-cars 
during  the  last  decade  has  been  much  less  than  in  proportion 
to  the  increase  in  freight  tonnage,  but  the  increase  in  the 
capacity  of  the  cars  has,  in  large  part,  made  up  for  this  ap- 
parent failure.  Undoubtedly,  this  condition  tends  towards 
economy  in  operation,  for.  as  a  rule,  the  proportion  of  "dead- 
weight" is  lower  when  the  cars  are  larger. 
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One  of  the  great  problems  of  American  railways  lies  in  the 
recurrent  periods  of  car  shortage  and  surplus.  Railway  traffic 
is  highly  seasonal,  and  in  order  to  handle  the  peak  of  the 
load,  which  comes  in  the  fall,  it  is  necessary  to  provide  a  much 
greater  car  capacity  than  is  required  at  other  times.  In  any 
case,  the  volume  of  traffic  varies  from  year  to  year  on  account 
of  changing  industrial  conditions.  Frequently,  there  is  a  car 
shortage  in  the  month  of  September  or  October  of  over 
50,000,  while  there  is  a  surplus  in  May  of  over  100,000;  but 
in  some  years  the  shortage  may  be  in  the  neighborhood  of 
150,000  and  the  surplus  may  amount  to  over  400,000. 

As  giving  some  idea  of  the  importance  of  locomotives  and 
cars  as  a  part  of  the  railway  investment,  the  following  figures, 
showing  some  prices  paid  for  railway  equipment,  will  be  of 
interest.  Of  course,  prices  vary  widely  with  changes  in  the 
general  price  level,  but  so  few  persons  have  any  idea  as  to 
what  a  freight-car  costs  that  the  figures  given  will  promote 
accuracy  of  thought. 

Prices  Paid  for  Equipment 

1917  1923 

Heavy  freight  locomotive   $47,081  $53,550 

Passenger  locomotive    33,142  66,200 

Passenger  coach   9,5o6  28,900 

Freight-car     2,100  2,301 

In  addition  to  the  various  kinds  of  cars  mentioned,  the 
railway  requires  numerous  kinds  of  mobile  equipment  for  con- 
structing and  maintaining  its  plant,  such  as  equipment  for 
removing  wrecks,  snow-plows,  weed-burners,  cranes,  track- 
layers, etc. 

Other  Equipment — In  order  to  house  and  repair  its  roll- 
ing stock  and  to  handle  freight  and  passengers,  a  large  invest- 
ment in  buildings  and  fixed  equipment  is  necessary,  including 
shops,  terminals,   line  stations,   telephone  and  telegraph  sys- 
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terns,  signal  systems,  water-tanks  and  wells,  fences,  snow- 
sheds,  etc. 

Particularly  important  are  the  numerous  items  of  invest- 
ment that  are  included  under  the  head  of  "terminals."  Here 
come  the  various  kinds  of  freight-yards  and  engine  round- 
houses. To  receive,  store,  and  ship,  for  example,  the  2,305,- 
000,000  tons  of  freight  carried  in  1920,  vast  depots  and 
warehouses  had  to  be  constructed  and  maintained,  with  their 
attendant  elevators,  piers,  and  equipment  for  loading  and 
unloading  heavy  articles.  The  billion  passengers  carried  each 
year  must  be  provided  for  through  adequate  passenger  stations  ; 
and  the  great  mass  of  clerical,  accounting,  statistical,  and 
administrative  work  involved  in  supplying  transportation  to 
a  nation  of  over  105,000,000  people  must  be  carried  on  in 
suitable  office  buildings. 

All  this  is  to  say  nothing  of  the  variety  of  floating  equip- 
ment in  the  terminals  of  those  railways  which  enter  ports, 
where  tugs,  car-floats,  lighters,  and  floating  elevators  play  an 
important  part. 

Summary. — In  the  foregoing,  we  have  defined  transporta- 
tion and  the  railway,  and  we  have  pointed  out  the  nature  and 
importance  of  the  transportation  service  with  especial  regard 
to  the  railway.  Incidentally,  some  data  have  been  presented 
to  'bring  out  the  magnitude  of  the  railway  system  of  the 
United  States.  This  material  has  been  supplemented  by  a 
sort  of  outline  picture  of  the  railway  system  of  the  countr\', 
regarded  as  an  operating  mechanism,  a  picture  which  has  been 
sketched  under  the  following  heads : 

I.  The  Railway  Line:  (b)  Roadbed: 
I.  Road:  (i)   Ballast 

(a)   Route:  2.  Track: 

(i)  Grades  (a)   Rails 

(2)  Curves  (b)  Ties 

(3)  Distance 

(4)  Bridges  and  tunnels 
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II.  Rolling  Stock  : 

1.  Locomotives   (Steam  and 

electric) 

(a)  Road  locomotives: 
(i)   Freight 

(2)   Passenger 

(b)  Switching  locomotives 

2.  Cars : 

(a)  Freight  service 

(b)  Passenger    service 

3.  Other  mobile  equipment 


III.  Terminals,    Buildings,    and 
Fixed  Equipment: 

1.  Yards,    roundhouses 

2.  Freight      depots,      ware- 

houses, and  elevators 

3.  Passenger  stations 

4.  Offices 

5.  Floating  equipment 

6.  Line  stations 

7.  Telephone,  telegraph,  and 

signals 

8.  Shops 

9.  Miscellaneous 


CHAPTER  II 

THE  INTERNAL  ORGANIZATION  OF  A  RAILWAY 

Importance   of   Understanding    Railway    Organization. — 

A  railway  company  is  a  form  of  business  organization,  and, 
as  such,  has  various  relations  with  the  public  and  with  other 
railways,  which  are  important.  On  the  other  hand,  there  are 
equally  important  practical  matters  of  internal  organization 
which  affect  the  success  of  railway  operation  and  the  efficiency 
of  railway  service.  It  is  worth  while  to  know  something  of 
the  internal  organization  of  a  railway.  It  gives  to  the  general 
student  and  the  citizen  a  better  knowledge  of  railway  functions, 
to  the  business  man.  a  better  understanding  of  the  problems 
of  business  organization  in  general,  and  to  the  shipper  a  better 
basis  for  dealing  with  the  carriers,  as  he  will  more  clearly 
comprehend  the  functions  of  the  different  officers  with  whom 
he  must  deal. 

General  Principle  of  Organization. — Organization  is  a 
condition  of  balance  within  a  more  or  less  complex  body  in 
which  the  parts  are  coordinated  with  reference  to  the  purpose 
of  the  whole.  There  are  four  basic  factors  in  any  organization 
which  have  their  especial  importance  in  business.  These  are : 
(i)  specialization,  (2)  harmony,  (3)  responsibility,  (4)  flexi- 
bility. 

Specialization  becomes  necessary  with  size  or  variety  of 
function.  When  a  railway  covers  a  wide  territory,  has  a  dense 
traffic,  or  develops  a  variety  of  services,  it  becomes  necessary 
to  specialize  by  departments.  For  instance,  one  official  was 
formerly  generally  known  as  "secretary  and  treasurer"  and 
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there  was  no  separate  "purchasing  agent."  Now  all  the  great 
systems  have  separate  secretaries  and  treasurers,  and  the  "pur- 
chasing agent"  has  a  distinct  and  important  position. 

Harmony,  or  cooperation,  becomes  important  in  proportion 
to  specialization ;  for,  just  in  proportion  as  special  departments 
are  established,  it  is  essential  that  these  departments  should 
function  in  harmony  with  one  another.  An  illustration  of  how 
this  works  out  in  the  railway  business  is  found  in  the  estab- 
lishment of  the  position  of  director  of  traffic,  for  the  purpose 
of  coordinating  the  work  of  the  several  general  freight  agents. 

Initiative  is  required  on  the  part  of  each  branch  of  the 
service  in  order  that  local  problems  may  be  met  promptly  and 
that  subordinate  officers  may  have  a  chance  to  develop  the 
quality  of  leadership  to  a  reasonable  extent. 

Responsibility  is  the  quality  required  to  control  initiative 
and  it  should  exist  in  proportion  to  power.  Unlimited  initia- 
tive is  impossible. 

Specialization  and  harmony  are  the  static  factors  in  organ- 
ization and  mean  smoothness  in  functioning.  On  the  other 
hand,  initiative  and  responsibility  are  dynamic  factors,  which, 
if  but  combined  in  proper  proportion,  may  lead  to  a  desirable 
flexibility  of  organization.  Thus,  if  the  division  superin- 
tendents of  a  railway  are  given  sufficient  power,  subject  to 
control,  the  system  has  the  capacity  for  meeting  local  emer- 
gencies and  making  adjustments  to  the  local  environment. 

Division  of  Railway  Systems  into  Great  Parts  and  "Divi- 
sions."— When  a  railway  "system"  is  very  long,  say  in  the 
neighborhood  of  10,000  miles  of  line,  and  at  the  same  time 
has  a  dense  traffic,  it  is  generally  expedient  to  divide  it  into 
great  parts,  regions,  or  districts — sometimes  called  "grand 
divisions" — in  order  to  allow  closer  and  more  specialized 
supervision.     The   New   York   Central   Lines,    for   example, 
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embrace  over  12,000  miles  and  are  divided  into  two  great  parts, 
"Buffalo  and  East,"  and  "West  of  Buffalo."  Each  has  a  com- 
plete set  of  operating-  officials  headed  by  a  vice-president.  The 
Pennsylvania  System,  with  10,531  miles,  is  divided  into  an 
"Eastern  Region"  with  4,006  miles,  extending  west  to  Al- 
toona,  Pa.;  a  "Central  Region"  with  3,261  miles,  extending 
from  Altoona  to  Columbus,  Ohio;  a  "Northwestern  Region" 
with  1,500  miles,  extending  from  Columbus  to  Chicago;  and 
a  "Southwestern  Region"  with  1,764  miles,  extending  from 
Columbus  to  St.  Louis  and  Louisville.  Such  organization 
means  that  a  set  of  general  managers  or  vice-presidents  and 
other  semi-general  officers  is  interposed  between  the  "system 
officers"  who  manage  the  whole  organization  and  the  division 
superintendents  who  manage  the  local  operations  on  short 
stretches  of  line. 

All  degrees  of  organization  like  that  found  in  the  Penn- 
sylvania System  exist.  The  Southern  Railway  System  is 
divided  into  "Lines  East"  and  "Lines  West."  A  single  vice- 
president  in  charge  of  operation  supervises  both  of  these 
great  parts  of  the  system  from  the  Washington  office,  but 
there  are  separate  general  managers  in  immediate  charge,  one 
located  at  Charlotte,  North  Carolina,  and  the  other  in  Cincin- 
nati, Ohio.  The  Union  Pacific  System,  with  9,368  miles, 
contains  a  suggestion  of  the  same  organization,  but  in  a  more 
rudimentary  state  of  development.  The  system  consists  of 
the  Union  Pacific  Railroad  Company,  the  Oregon  Short  Line, 
the  Oregon-Washington  Railroad  and  Navigation  Company, 
and  the  Los  Angeles  and  Salt  Lake  Railroad  Company,  each 
of  which  has  a  more  or  less  distinct  working  organization  but 
all  of  which  have  the  same  president  and  the  same  vice-pres- 
ident in  charge  of  operation. 

Whether  or  not  a  railway  is  divided  into  "grand  divisions" 
or  subsidiary  companies  as  in  the  foregoing  cases,  if  it  has 


24  ORGANIZATION  AND  FUNCTIONS  IPt.  T 

any  considerable  density  of  traffic  and  is  over  300  miles  in 
length,  it  is  organized  into  territorial  parts  which  are  always 
called  "divisions,"  and  each  division  has  a  separate  set  of 
division  officers.  On  a  railway  of  less  than  300  miles  the 
various  heads  of  departments — operating,  traffic,  law,  treasury, 
etc., — could  directly  manage  all  details.  The  traffic  manager, 
for  example,  could  be  vice-president  in  charge  of  traffic,  gen- 
eral freight  agent,  and  general  claim  agent,  all  in  one.  But  for 
a  larger  system  the  administration  becomes  more  complicated 
and  a  divisional  organization  is  required. 

General  Corporate  Organization. — In  common  with  all 
business  organizations,  a  railway  must  have  an  organization 
of  ownership  and  direction.  Bondholders  and  stockholders, 
as  owners,  must  be  able  to  secure  information  and  exercise 
such  control  as  is  provided  for  in  the  certificate  of  incorpora- 
tion and  by-laws;  while  the  directors  and  executives  must 
exercise  the  administrative  functions  in  an  organized  way. 

All  railways  are  corporations.  This  is  significant  as  to 
their  relationship  with  the  public,  as  to  finance,  and  as  to 
exercise  of  control  by  owners  and  investors.  It  means  that 
the  railway  has  certain  rights  and  obligations,  characteristic 
of  the  corporate  form  and  that  it  may  be  compelled  by  the 
state  to  maintain  its  existence  and  perform  its  functions  con- 
tinuously. 

The  railway  corporation  has  the  usual  officers,  such  as  presi- 
dent, secretary,  treasurer,  chief  counsel,  and  controller,  that 
are  found  in  all  large  corporations  and  these  officers  exercise 
the  usual  functions.  We  shall  merely  note  in  passing  that  in 
the  law  department  of  the  railway  many  controversies  arising 
from  claims  have  to  be  handled  and  consequently  special  claims 
attorneys  are  provided  for.  An  interstate  road  may  have 
state  attorneys  on  the  one  hand,  and  on  the  other  a  commerce 
counsel  to   deal   with  the   Interstate   Commerce   Commission. 


Ch.  2]  INTERNAL  ORGANIZATION  OF  A  RAILWAY  25 

On  account  of  the  different  branches  of  the  service,  we  find 
under  the  controller,  or  general  auditor,  auditors  of  freight 
traffic,  passenger  traflEic,  dining-cars  and  hotel  accounts,  and 
traveling  auditors. 

Organization  for  Operation — General  Officers. — In  the 
organization  for  operation,  a  railway  has  two  departments 
concerned  with  transportation,  which  are  characteristic.  These 
are  the  operating  and  the  traffic  departments. 

At  the  head  of  the  operating  department,  there  is  a  general 
officer  who  is  generally  known  either  as  "vice-president  in 
charge  of  operation,"  or  as  "director  of  maintenance  and 
operation."  He  is  one  of  a  group  of  high  executive  officers, 
having  the  status  of  a  vice-president  and  subject  to  the  general 
policies  of  the  board  of  directors  as  carried  out  by  the  presi- 
dent's office.  In  operating  matters  he  is  generally  the  court  of 
last  resort. 

Under  this  vice-president,  is  the  general  manager  who  is  in 
immediate  control  of  operations  involving  maintenance  of  way, 
equipment,  and  train  movement.  To  him  report  the  heads  of 
the  various  operating  departments,  which  are :  ( i )  the  road 
department,  usually  in  charge  of  a  "chief  engineer";  (2)  the 
machinery  department,  usually  in  charge  of  a  "superintendent 
of  motive  power";  and  (3)  the  transportation  department,  in 
charge  of  the  "general  superintendent."  As  the  names  indi- 
cate, the  functions  of  these  departments  are,  briefly,  as  follows : 

1.  The  chief  engineer,  in  his  department,  has  the  construc- 
tion and  maintenance  of  way  and  structures  in  charge,  in- 
cluding roadbed,  track,  bridges,  water  supply,  and  all  buildings. 
The  work  involves  the  determination  of  standards,  plans,  and 
specifications. 

2.  The  superintendent  of  motive  pozcer  supervises,  under 
general  instructions  from  the  general  manager,  the  mainte- 
nance of  all  rolling  stock,  including  locomotives  and  cars.    It  is 
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his  function  to  prepare  specifications  for  equipment  and  to 
operate  repair  shops  for  keeping  locomotives  and  cars  in 
working  condition.  On  some  roads  the  employment  of 
enginemen  and  firemen  comes  under  the  duties  of  the 
machinery  department. 

3.  The  general  superintendent  of  transportation  is  respon- 
sible for  the  movement  of  passengers  and  freight.  He  takes  the 
locomotives  from  the  machinery  department  and  the  roadway 
from  the  road  department,  and  utilizes  them  for  the  final  act 
of  transportation.  This  department  has  to  do  with  the  dis- 
tribution of  cars  and  the  organization  of  the  station  service. 
Needless  to  say,  it  is  responsible  for  the  organization  of  the 
train  service  and  for  the  protection  of  the  property  of  shippers. 
It  is  natural,  therefore,  that  the  adjustment  of  loss  and  damage 
claims  sometimes  falls  to  this  department.  Under  the  general 
superintendent  there  is  sometimes  a  "superintendent  of  tele- 
graphs," who  supervises  the  operation  of  telegraphs  and  tele- 
phones. 

Division  Officers  in  Operating  Departments. — The  fore- 
going officers  may  all  be  classed  as  "general,"  inasmuch  as  their 
duties  cover  the  railway  as  a  whole.  But  as  already  stated,  a 
railway  of  any  great  length  must  fall  into  divisions  in  order 
to  provide  the  means  of  meeting  effectively  the  different  local 
problems.  Accordingly,  we  find  "division  superintendents." 
These  men  are  the  wheel  horses  of  the  railway  organization, 
and  under  the  most  common  form  of  organization  each  divi- 
sion superintendent  is  in  entire  charge  of  all  operations  on  his 
division,  which  may  be  from  100  to  500  miles  in  length.  The 
division  superintendent  in  all  cases  reports  to  the  general 
superintendent  of  transportation  from  whom  he  receives  his 
orders.  He  is  a  sort  of  local  general  manager — the  general 
manager  of  a  division — and  like  the  real  general  manager,  he 
has  under  him  officers  representing  each  one  of  the  three  main 
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branches  of  railway  operation.  Reporting  to  the  division 
superintendent,  ordinarily  we  find  the  "roadmaster"  or 
"division  engineer,"  who  has  charge  of  maintenance  of  way 
and  structures  on  the  division ;  the  "master  mechanic,"  who  is 
responsible  locally  for  the  condition  of  the  rolling  stock ;  and 
the  "train  master,"  who  supervises  the  movement  of  passenger 
and  freight  traffic  over  the  division. 

This  brings  the  general  operating  organization  down  to 
the  points  of  contact  with  which  the  public  is  most  familiar; 
for  under  the  train  master  come  the  station  agents,  the  train 
dispatchers,  and  the  yard  masters  on  each  division.  The  road 
master,  or  division  engineer,  has  under  him  a  track  foreman, 
the  master  carpenter,  and  the  signal  supervisor;  while  the 
master  mechanic  oversees  the  engine-house  and  the  car 
inspectors. 

Line  of  Authority. — The  general  scheme  of  organization 
described  above  is  somewhat  idealized  and  subject  to  minor 
variations,  but  represents  fairly  closely  the  prevailing  practice. 
In  outline  it  is  as  shown  in  Fig.  i. 

Perhaps  the  two  most  notable  points  about  the  outline  are, 
first,  that  the  threefold  division  of  operation  into  road  main- 
tenance, equipment  maintenance,  and  train  movement  shows 
itself  near  the  top  and  is  clearly  maintained  throughout.  In 
the  second  place,  it  is  noticeable  that  the  line  of  authority 
passes  from  the  general  manager  to  the  superintendent  of 
transportation  and  from  him  to  the  division  superintendent, 
the  tendency  being  to  emphasize  train  movement.  This  is 
natural,  as  the  other  departments,  after  all,  exist  for  the  pur- 
pose of  providing  means  by  which  traffic  can  be  carried  over 
the  line. 

The  Traffic  Department — Origin  and  Growth. — The  prim- 
ary object  of  the  traffic  department  is  to  sell  railway  trans- 
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portation.  The  traffic  department  is  the  sales  department  of 
the  railway.  Its  function  is  to  secure  orders  for  the  service 
which  the  railway  holds  itself  out  to  perform — for  a  railway, 
being  a  producer  of  services  rather  than  of  commodities,  can 
work  on  orders  only — and  to  that  end  the  well-organized 
traffic  department  will  look  far  into  the  future  in  seeking  to 
develop  the  population  and  industries  served  by  its  road. 
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Fig.  I. — Typical  Organization  of  an  Operating  Department 

The  traffic  department  is  relatively  new  as  a  distinct  branch 
of  the  railway  business,  and  its  relative  importance  is  even 
yet  not  realized  to  the  full.  It  is  especially  important  to  glance 
for  a  moment  at  its  origin  and  growth. 

In  the  early  days  of  the  railway  it  was  the  general  super- 
intendent of  transportation  who  issued  tariffs  and  gave  direc- 
tions concerning  freight  to  the  agents.  The  extension  of  the 
roads,  however,  and  especially  the  resulting  competition,  re- 
quired a  more  complex  organization — one  more  specialized  to 
meet  the  competition   for  traffic.    Accordingly,  the  office  of 
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general  freight  agent  was  established,  and  from  this  office 
directions  to  station  agents  concerning  their  traffic  duties  were 
issued.  That  this  development  was  made  fairly  early  is  evident 
from  the  fact  that  as  early  as  1866  there  was  a  temporary 
"Association  of  General  Freight  Agents." 

As  competition  in  rates  became  keener  in  the  70's  and  8o's, 
the  "freight  solicitor"  began  to  exist  as  a  subordinate  of  the 
general  freight  agent,  his  business  being  to  solicit  business 
from  prospective  shippers.  As  is  so  often  the  case  with  sales- 
men, he  was  inclined  to  cut  rates  in  order  to  get  business. 
When  pools  and  rate  agreements  became  more  effective — say 
in  the  early  90's — the  freedom  of  action  of  the  freight  solicitor 
was  limited,  and  the  function  of  the  general  freight  agent 
himself  became  more  largely  one  of  representing  his  road  at 
conferences  in  which  traffic  and  rate  policies  were  settled. 

With  the  more  recent  consolidations  there  has  come  the 
"freight  traffic  manager,"  or  "director  of  traffic,"  who  serves 
as  the  general  policy  man  for  the  great  railway  system.  He 
centralizes  the  work  of  the  general  freight  agents,  and  studies 
freight  traffic  problems  in  their  broader  aspects,  perhaps  even 
taking  up  the  possibility  of  developing  traffic-yielding  indus- 
tries along  the  line  of  his  road. 

In  the  most  recent  years,  the  increasing  effectiveness  of 
government  regulation,  largely  by  preventing  rate-cutting  and 
rebates,  has  reduced  the  pressure  that  shippers  can  bring  to 
bear  upon  the  carrier  and  has  thus  considerably  modified  the 
function  of  the  traffic  department.  Instead  of  dealing  with 
rate  wars  or  discriminatory  advantages  to  industrial  shippers, 
a  meeting  of  traffic  officers  nowadays  deals  chiefly  with  such 
questions  as  the  exchange  of  traffic  among  roads,  the  division 
of  rates,  and  the  establishment  of  joint  rates  to  permit  the 
movement  of  some  commodities  in  greater  volume  or  to  a  new 
market. 

Traffic  departments  may  have  a  dynamic  and  highly  con- 
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structive  effect,  as  is  evidenced  by  the  fact  that  the  southern 
fruit  and  vegetable  business  has  been  largely  developed  by  the 
railways,  and  the  connection  of  the  New  York  market  with 
the  Long  Island  potato  fields  has  been  attributed  to  the  enter- 
prise of  a  railway  traffic  department. 

Organization  of  Traffic  Department — Freight. — The  or- 
ganization of  a  typical  traffic  department  at  the  present  time 
is  somewhat  as  follows.  Generally,  there  is  a  vice-president  in 
charge  of  the  department,  although  the  one  occupying  this 
position  is  sometimes  called  "director."  He  is  responsible  to 
the  president  of  the  railway  company,  and  thus  ultimately  to 
the  directors  and  stockholders,  for  maintaining  the  business 
of  the  road,  and  in  this  connection  he  naturally  has  general 
supervision  over  rates.  He  also  sometimes  passes  on  loss 
and  damage  claims  in  so  far  as  general  policies  are  concerned. 

Under  the  vice-president,  or  director  in  charge  of  traffic, 
in  the  case  of  the  larger  railway  systems,  comes  the  "freight 
traffic  manager,"  who  reports  to  the  vice-president  and  super- 
vises the  freight  traffic  over  the  entire  road.  He  keeps  in 
touch  with  commercial  interests  along  his  line,  maintaining 
friendly  relations  with  large  shippers  and  attending  to  inter- 
change relations  with  other  roads.  Naturally,  interline  rate 
questions  come  to  his  attention.  He  may  rule  on  the  larger 
and  more  difficult  claims,  if  claims  are  handled  in  the  traffic 
department. 

The  "general  freight  agent"  has  been  called  the  pivotal 
official  in  the  traffic  department  and  this  he  truly  is.  Indeed, 
he  corresponds  rather  closely  to  the  general  superintendent  in 
the  operating  department.  The  smaller  and  medium-sized 
roads  may  have  no  freight  traffic  manager  and  only  one  gen- 
eral freight  agent,  but  the  larger  systems  may  have  several 
general  freight  agents,  each  covering  only  a  part  of  the  road. 
The  general  freight  agent  is  directly  responsible  for  the  execu- 
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tion  of  orders  emanating  from  the  head  of  the  traffic  depart- 
ment. It  is  his  duty  to  soHcit  and  maintain  the  freight  traffic, 
to  make  and  cancel  rates,  to  pubHsh  tariffs,  to  handle  tracers, 
and,  on  many  roads,  to  pass  on  overcharge  claims  and  most 
loss  and  damage  claims. 

Tariff  Bureau. — Reporting  directly  or  indirectly  to  the 
general  freight  agent,  there  may  be  a  "chief  of  the  tariff 
bureau,"  though  on  smaller  roads  there  may  be  no  separate 
tariff  bureau.  A  tariff  bureau  compiles  and  distributes 
tariffs  and  handles  all  percentage  arrangements  for  dividing 
joint  rates  with  connecting  lines.  Often,  too,  it  prepares  statis- 
tical data  for  rate  cases. 

Division  and  Special  Freight  Agents — Under  the  general 
freight  agent,  come  division  freight  agents  and  district 
freight  solicitors.  The  division  freight  agent  is  in  charge  of 
all  freight  matters  on  his  division  and  deals  directly  with 
shippers  and  local  freight  agents.  The  solicitor,  or  com- 
mercial agent,  represents  the  last  trace  of  competition  in  rates. 
He  is  the  railway's  "outside"  man.  He  is  supposed  to  be 
familiar  with  rates  everywhere  and  endeavors  to  smooth  the 
way  for  shippers  by  facilitating  service,  assisting  in  tracing 
and  expediting  shipments,  and  serving  as  an  intermediary 
between  the  shipper  and  the  operating  department. 

When  a  railway  has  developed  a  large  volume  of  business 
in  some  particular  commodity,  it  may  have  a  special  official  to 
look  after  that  branch  of  traffic.  Thus,  a  numljer  of  roads 
with  large  coal  traffic  have  a  special  coal  freight  agent.  Also 
roads  with  seaboard  terminals  generally  have  a  foreign  freight 
agent  under  the  general  freight  agent,  who  keeps  in  touch  with 
ocean  rates  and  the  foreign  trade  situation,  and  facilitates  the 
transfer  of  freight  at  the  seaboard. 

The  "freight  claim  agent"   is  generally  in  the  traffic  de- 
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partment  under  the  traffic  manager,  though  he  may  be  either  | 

coordinate  with  or  subordinate  to  the  general  freight  agent. 
There  is  sometimes  a  "chief  claim  agent"  or  "claims  attorney" 
in  the  legal  department.  The  freight  claim  agent  has  im- 
mediate charge  of  handling  claims  arising  on  account  of  loss, 
damage,  or  overcharge,  making  the  necessary  investigations 
and  adjustments. 

Development  of  New  Business. — One  of  the  most  inter- 
esting parts  of  the  traffic  organization  is  that  for  the  develop- 
ment of  new  business.  Many  railways  leave  the  problem  of 
developing  old  industries  or  establishing  new  ones,  to  the  regu- 
lar organization  of  the  freight  agents,  but  some  have  set  up 
special  agencies  for  this  purpose,  either  within  or  outside  of 
the  traffic  department.  The  Rock  Island  railroad  had  in  the 
traffic  department  a  special  "industrial  commissioner,"  a 
"general  dairy  agent,"  and  an  "agricultural  and  horticultural 
commissioner."  The  Baltimore  and  Ohio  has  an  "industrial 
agent"  in  the  traffic  department ;  and  the  Chicago,  Burlington 
and  Ouincy  Railway,  an  industrial  commissioner.  The  Erie 
and  the  Missouri  Pacific  are  two  roads  which  appear  to  have 
separate  industrial  commissioners  outside  the  organization  of 
the  regular  traffic  department.  The  chief  business  of  these 
officers  is  to  create  new  traffic,  this  work  being  assigned  to 
separate  departments  in  recognition  of  the  need  of  specialists 
for  that  purpose. 

Outline  of  Typical  Organization. — In  Fig.  2  is  shown 
a  condensed  outline  of  the  organization  of  the  traffic  department 
of  a  fairly  large  railway.  In  case  of  a  very  large  system  there 
would  be  separate  regional  traffic  managers  and  assistant  traffic 
managers,  and  assistant  general  freight  agents. 

Passenger  Traffic  Organization. — Thus  far,  all  that  has 
been  said  concerns  freight  traffic,  and  in  view  of  the  fact  that 
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Fig.  2. — Typical  Organization  of  a  Traffic  Department 

much  the  largest  part  of  the  average  railway's  net  earnings 
comes  from  the  freight  service,  this  priority  of  attention  is 
fair  enough.  In  the  traffic  department,  however,  coordinate 
with  the  freight  traffic  manager,  there  is  a  "passenger  traffic 
manager,"  under  whom  are  the  "general  passenger  agent"  and 
his  assistant,  under  whom  in  turn  are  the  district  passenger 
agents,  division  ticket  agents,  and  the  general  baggage  agents. 
The  functions  of  these  officers  may  be  readily  inferred  from 
their  titles  and  from  what  has  been  said  about  the  freight  traffic 
orgranization. 


Other  Departments. — In  addition  to  the  departments  which 
are  distinctively  "operating"  or  "traffic"  in  their  function,  there 
are  several  important  branches  of  railway  organization  which 
have  a  more  general  function.  These  departments  are  subor- 
dinate to  general  officers  and  are  intimately  connected  with 
operating  and  traffic.  But  they  serve  to  combine  these  two 
departments  and  to  bring  them  into  cooperation  for  more  effec- 
tive transportation  service.     Chief  among  these  departments 

are:  (i)  purchasing  department,  (2)  telegraph  and  telephone, 

(3)  car  service. 
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In  a  well-organized  railway  the  purchasing  agent  has  com- 
plete charge  of  buying  and  selling  every  kind  of  material  used 
by  the  road  from  steel  to  stationery,  and  consequently  his  de- 
partment serves  both  operation  and  traffic.  As  is  true  in  other 
businesses,  the  purchasing  department  is  handled  variously  in 
the  scheme  of  railway  organization,  but  it  is  becoming  more 
general  to  place  it  under  the  operating  department,  while  keep- 
ing it  distinct  and  coordinate  with  the  major  operating  divi- 
sions. Thus,  in  the  organization  of  the  New  York  Central 
the  purchasing  agent  is  directly  under  the  general  manager, 
coordinate  with  the  various  superintendents  of  motive  power, 
etc.,  and  the  chief  engineer.  One  large  railway  company,  how- 
ever, gives  its  "director  of  purchases"  a  distinct  department, 
making  him  coordinate  with  its  director  of  transportation  and 
its  director  of  maintenance  and  operation ;  but  this  same  line 
has  a  "purchasing  agent"  whose  main  subordination  is  to  the 
general  manager. 

The  superintendent  of  telegraph  usually  reports  to  the 
general  manager  and  is  coordinate  with  the  general  superin- 
tendent, but  he  may  come  directly  under  the  vice-president  in 
charge  of  operation.  Obviously,  the  telegraph  and  telephone 
systems  of  a  railway  serve  all  parts  of  the  organization,  in- 
cluding the  traffic  department,  and  consequently  the  superin- 
tendent of  telegraph  should  logically  come  near  the  top  of  the 
organization  and  is  best  not  subordinated  to  the  superintendent 
of  transportation,  to  say  nothing  of  the  division  superinten- 
dent. 

The  car  service  agent,  when  there  is  one,  has  as  his  func- 
tion the  proper  distribution  and  use  of  cars,  and  thus  he,  too, 
renders  a  rather  general  service  which  brings  him  towards  the 
top  of  the  operating  organization  and  separates  him  from 
those  who  report  to  the  division  superintendents.  Usually  he 
reports  directly  to  the  general  superintendent.  The  ordinary 
procedure  when  a  shipper  desires  a  car  is  to  order  it  through 
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the  local  station  agent,  who  reports  the  order  to  the  dispatcher. 
The  dispatcher  is  under  the  superintendent  of  transportation. 

The  three  foregoing  branches  of  the  organization  represent 
in  varying  degrees  the  importance  of  maintaining  officers  whose 
part  it  is  to  correlate  different  branches  of  the  railway  service  to 
the  end  that  they  may  function  harmoniously.  They  usually 
work  within  the  operating  department — although  the  purchas- 
ing agent  is  sometimes  outside  of  that  department — but  they 
have  such  a  distinctness  and  such  a  direct  relation  to  the  general 
manager  that  they  are  marked  as  peculiarly  related  to  other 
departments  and  to  the  railway's  contacts  with  the  public. 

Departmental  Organization. — If  the  foregoing  is  sufficient 
to  give  a  general  idea  of  the  prevalent  form  of  internal  organi- 
zation of  the  railways  of  the  United  States,  it  is  time  to  note 
that  there  is  one  fundamental  difference  which  divides  the  or- 
ganizations of  some  of  our  main  roads  into  two  groups. 
Whether  there  is  a  separate  traffic  manager  over  the  general 
freight  agent  or  not  makes  little  difference,  but  the  question 
of  departmental  versus  divisional  organization  is  vital.  The 
traffic  department  is  ordinarily  organized  on  the  divisional  or 
"line"  basis,  but  in  the  operating  department  one  group  of 
roads  follows  the  departmental  or  "staff"  system,  while  an- 
other group — the  larger — adheres  to  the  divisional  or  line 
system. 

The  essence  of  the  question,  in  so  far  as  operation  is  di- 
rectly concerned,  is  the  relation  of  the  division  to  the  central 
authority.  Under  the  departmental  or  "staff"  system  each  offi- 
cer at  the  head  of  a  local  department  or  exercising  a  distinct 
function  is  directly  responsible  to  a  central  departmental  head. 
The  department  is  subdivided  territorially  and  the  "divisional" 
engineers,  mechanics,  and  superintendents,  report  to  "general" 
or  "chief"  engineers  and  superintendents  at  the  top  who  serve 
the  whole  organization.     This  form  of  organization  is  illus- 


36 


ORGANIZATION  AND  FUNCTIONS 


[Pt.  I 


trated  in  Fig.  3,  which  follows  an  outline  of  one  of  the  great 
systems  which  has  chosen  this  form. 
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Fig.  3- — Departmental  Type  of  Operating  Organization 

The  foregoing  is  the  main  framework  of  the  operating 
organization  for  a  part  of  the  system.  It  will  be  noticed  that 
the  district  Superintendent  (of  Transportation)  is  only  in 
charge  of  transportation;  the  division  engineer  is  not  under 
the  division  superintendent  but  is  in  an  entirely  different  stream 
of  authority,  reporting  as  he  does  indirectly  to  a  "chief  engi- 
neer." Under  this  system  there  is  a  large  number  of  co- 
ordinate officers  at  the  top,  including  a  superintendent  of  roll- 
ing stock,  in  addition  to  the  superintendent  of  motive  power, 
and  a  superintendent  of  telegraph. 

Divisional  Organization — The  divisional  organization, 
which  is  a  kind  of  "line"  organization,  has  been  described  in 
discussing  the  operating  department  in  general.  The  essential 
difference  is  that  it  concentrates  authority  over  all  departments 
or  functions  within  a  geographical  division,  in  the  hands  of 
a  superintendent,  who  reports  to  a  general  superintendent. 
Responsibility  is  concentrated  in  geographical  divisions  rather 
than  diffused  among  functional  departments.     (See  page  24.) 

A  critical  examination  of  the  relative  advantages  of  each 
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form  will  make  its  significance  clearer.  The  great  disad- 
vantage of  the  divisional  system  lies  in  the  difficulty  of  securing 
harmony  or  unity  of  action  throughout  the  system  as  a  whole. 
Under  this  system  the  chief  executive,  represented  by  the 
general  manager,  has  a  group  of  division  executives  reporting 
to  him,  each  one  of  whom  has  a  different  group  of  local  ex- 
perts. In  practice  a  board  of  experts  is  generally  added  to 
advise  the  chief  executive,  but  friction  is  apt  to  develop  between 
the  two  groups.  The  whole  story  is  told  in  the  word 
"standards."  It  is  difficult  to  develop  and  maintain  uniform 
standards  of  operation  under  the  divisional  system,  and  for 
the  effective  operation  of  a  railway  system  a  large  amount  of 
standardization  is  desirable. 

At  the  same  time,  the  divisional  system  does  not  afford  so 
great  a  chance  for  specialization  as  does  the  departmental  sys- 
tem. Instead  it  develops  broadly  trained  men  by  breaking 
down  departmental  lines  which  would  emphasize  the  power 
and  opportunity  of  the  heads  of  special  departments.  It  tends 
to  set  up  a  series  of  little  general  executives,  each  one  of  whom 
undertakes  to  direct  all  the  functions  or  departments  which 
fall  within  his  territory. 

On  the  other  hand,  the  divisional  plan  has  such  advantages 
that  it  is  the  one  generally  adopted  for  operating  railways  in 
this  country.  Its  great  advantage  is  its  elasticity,  which  en- 
ables a  great  system  to  meet  the  varying  needs  of  the  terri- 
tories which  it  serves.  Like  the  governor  of  one  of  our  states, 
the  division  superintendent  deals  with  all  the  operations  of 
his  division.  Furthermore,  while  it  is  a  problem  to  maintain 
unity  throughout  the  system,  complete  cooperation  is  assured 
within  each  division. 

A  further  important  advantage  lies  in  the  fact  that  the 
divisional  plan  develops  broadly  trained  men,  who  by  ex- 
perience may  become  qualified  to  fill  such  positions  as  that  of 
general  manager  or  even  that  of  president. 
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Relative  Advantages  and  Disadvantages  of  Departmental 
Plan. — The  great  adverse  criticisms  of  the  departmental  plan 
are  that  it  causes  difficulty  in  securing  cooperation  within  the 
division  and  lacks  elasticity.  Each  division,  it  will  be  remem- 
bered, has  its  transportation,  machinery,  and  roadway  depart- 
ments which  must  function  together  in  the  movement  of  trains. 
The  smoothness  of  this  functioning  may  be  hindered  by  fric- 
tion or  delay  when  each  branch  of  the  service  is  separately 
subject  to  rules  which  are  laid  down  by  the  remote  general 
staff  officers  of  three  separate  departments. 

The  lack  of  elasticity,  which  is  the  disadvantage  of  de- 
partmental organization,  is  an  indication  of  its  great  advantage, 
— an  advantage  which  arises  from  its  combination  of  (i) 
uniformity  and  (2)  specialization.  Each  department  is  headed 
by  a  highly  developed  specialist  and  his  standards  are  enforced 
throughout  the  entire  system  in  so  far  as  his  department  is 
concerned.  This  plan  is  best  for  securing  uniformity  through- 
out the  system  as  a  whole. 

Both  Forms  of  Organization  Combined. — In  practice,  the 
departmental .  and  divisional  forms  of  organization  are  com- 
bined, to  some  extent,  with  the  divisional  form  generally  most 
prominent  in  the  operating  department.  On  very  short  lines 
there  may  be  no  "divisions"  and  consequently  there  is  no 
organization  problem  of  exactly  the  sort  now  under  discus- 
sion. As  the  length  of  railway  system  increases  and  traffic 
becomes  more  dense,  divisions  become  necessary  and  then  the 
problem  arises  of  securing,  (i)  a  close  cooperation  among 
the  various  branches  of  service  functioning  on  each  division, 
and  (2)  a  correlation  of  all  the  work  of  each  division  with  the 
rest  of  the  system.  If  the  former  problem  is  emphasized,  the 
organization  becomes  divisional;  while  especial  attention  to 
the  latter  problem  brings  the  departmental  form.  Departments 
— such    as    auditing,    finance,    and    pension — which    have    no 
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problem  of  handling  great  variety  of  function  and  different 
local  conditions,  are  relatively  simple  and  within  themselves  fol- 
low the  "line"  type  of  organization.  It  is  the  variety  of  func- 
tion within  the  operating  department  that  makes  the  difficulty 
there. 

Looking  at  the  railway  as  a  whole,  without  regard  to  the 
problems  within  any  single  department,  the  problem  is  to 
secure  harmony  and  unity  of  action  among  all  departments. 
This  can  be  accomplished  either  by  bringing  them  together  at 
the  top  through  cooperation  among  a  staff  of  general  officers, 
each  one  of  whom  is  a  specialist,  or  through  combining  them 
locally  under  the  control  of  a  division  sui)erintendent  and 
placing  the  divisional  organizations  under  a  single  general 
manager  (who,  of  course,  is  not  a  specialist).  In  practice,  the 
latter  course  is  usually  taken  in  handling  the  "operating"  de- 
partment. In  this  process,  certain  officers  or  departments 
help  by  ( i )  connecting  the  service  of  two  or  more  depart- 
ments, as  does  the  car  service  department  or  car  accountant, 
or  (2)  by  acting  for  two  or  more  departments  as  does  the 
purchasing  agent.  The  accounting  and  statistical  departments 
help  to  tie  the  whole  organization  together. 

It  seems  not  improbable  that  in  the  future,  as  railway 
problems  become  less  dynamic  and  industrial  conditions  are 
more  stable,  the  importance  of  elasticity  in  organization  which 
has  been  so  great  in  American  history  hitherto,  will  diminish. 
At  the  same  time  standardization  of  practice  will  grow.  For 
these  and  other  reasons,  it  may  be  expected  that  some  further 
development  of  departmental  organization  will  take  place. 
This,  however,  will  probably  not  mean  anything  more  than  a 
joint  use  of  the  two  systems,  in  which  departmental  organ- 
ization will  play  a  somewhat  larger  part  than  it  now  does  on 
most  railways. 

At  present,  there  is  need  of  further  development  of  "liaison 
officers"  to  insure  effective  cooperation  among  railway  depart- 
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ments.  To  the  end  that  the  shipper  may  receive  better  service, 
the  operating  and  traffic  departments  need  more  united  direction 
than  can  be  given  by  the  freight  soHcitors.  Unity  has  been 
gained  in  purchasing  and  accounting,  but  in  service  much  re- 
mains to  be  accompHshed. 


CHAPTER  III 

RAILWAY  OPERATING  AND  TRAFFIC  STATISTICS 

Importance  of  Railway  Statistics. — Probably  in  no  other 
industry  do  statistics  play  so  large  a  part  as  in  the  case  of  the 
railway.  This  is  true  partly  because  of  the  extensive  and  com- 
plicated nature  of  a  railway  business,  partly  because  of  the 
requirements  of  the  many  investors  upon  whom  railways  de- 
pend for  capital,  and  partly  because  of  government  regulation. 

As  has  clearly  ap^^eared  in  the  chapter  on  railway  organ- 
ization, the  administration  of  a  railway's  afifairs  is  a  sort  of 
hierarchy  in  which  there  are  successive  strata  of  officials,  each 
having  broader  powers  and  requiring  more  comprehensive 
and  condensed  information.  Beginning  at  the  bottom,  let  us 
imagine  a  switch  crew  at  work  in  a  terminal  yard.  It  cuts 
out  certain  cars  from  a  freight  train  and  rides  them  over  the 
"hump,"  whence  by  gravity  they  roll  down  the  proper  track 
to  make  up  a  certain  train.  These  men  are  operating  under 
the  supervision  of  a  yard  master  whose  problem  is  to  get  the 
greatest  number  of  cars  through  his  yard  and  at  the  least 
expense.  While  he  is  in  direct  touch  with  conditions,  he  must 
know  something  about  the  weather  and  rail  situation,  main-line 
irregularities,  etc. 

Over  the  yard  master  is  the  train  master  of  the  division 
whose  problem  is  to  keep  trains  running  with  the  fullest  util- 
ization of  motive  power.  He  must  have  a  comprehensive 
knowledge  of  weather  and  rail  conditions,  coal,  and  the  firing 
of  the  locomotives,  condition  of  air-brakes,  and  the  amount 
of  overtime  made  by  train  crews.     To  have  such  knowledge 
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he  must  depend  upon  reports  which  are  in  the  nature  of 
statistics. 

Over  the  train  master  stands  the  division  superintendent, 
seeking  to  make  the  best  showing  for  his  division  by  increasing 
the  tonnage  hauled  in  proportion  to  the  miles  made  by  each 
locomotive,  and  by  reducing  delays,  overtime,  and  fuel  con- 
sumption. He  must  have  a  picture  of  the  whole  situation  on 
his  division,  embracing  the  need  for  or  availability  of  the 
various  agents  for  supplying  transportation,  including  power, 
passenger  and  freight-cars,  passing  tracks,  grades  and  curves, 
water  and  coal  stations,  and  signals.  He  must  supervise  time- 
table adjustments  and  interchange  conditions  with  other  roads. 

And  so  it  goes  on  up  the  line,  each  higher  official  requiring  a 
greater  mass  of  information  and  one  which  is,  therefore,  more 
condensed.  The  lower  officials  sum  up  the  information  and 
pass  it  on,  the  details  being  eliminated.  It  becomes  generalized 
as  it  goes  up,  and  thus  furnishes  the  basis  for  general  policies 
decided  upon  and  supervised  by  general  officers.  The  only 
way  a  complicated  business  organization  can  be  run  is  through 
the  intelligent  collection,  presentation,  and  use  of  statistical 
records. 

Needless  to  say,  those  outside  the  railway  organization, 
whether  government  or  investors,  must  depend  upon  the  sta- 
tistics in  their  dealings  with  railway  problems. 

Five  Fundamental  Sources  of  Railway  Statistics. — We  will 
deal  in  this  chapter  only  with  the  operating  and  traffic  statis- 
tics of  a  railway.  Such  statistics  are  all  based  on  reports  made 
by  minor  railway  officers  in  the  course  of  their  regular  daily 
work.  There  are  five  fundamental  statistical  papers  which 
are  the  sources  of  practically  all  available  data.  First,  we  may 
mention  the  "train  dispatcher's  sheet,"  on  which  he  records 
the  movement  of  trains  and  from  which  it  is  usual  to  secu'e 
all  the  statistical  data  on  locomotive  mileage. 
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Equally  important  are  the  conductor's  "wheel  reports," 
which  are  the  source  of  all  information  concerning  car-miles 
and  train-miles. 

Another  chief  source  of  statistical  information,  at  least  for 
many  railways,  is  furnished  by  the  station  agent's  daily  re- 
ports or  abstracts,  which  are  made  from  waybills.  Each 
agent  periodically  turns  in  an  abstract  covering  all  his  freight 
business  made  from  the  waybills  which  accompany  each  ship- 
ment, which  abstract  shows  the  tonnage  involved  in  that  busi- 
ness. These  tonnage  figures  when  combined  with  the  mileage 
figures,  which  can  be  inserted  by  clerks,  give  us  our  data  con- 
cerning "ton-miles." 

Two  other  sources  of  important  data  are  the  "time-books" 
of  the  division  superintendent  which  furnish  labor  records,  and 
the  engineer's  coal  and  oil  tickets  from  which  the  railway  sums 
up  its  expenditure  for  those  important  supplies. 

Operating  vs.  Traffic  Statistics. — Before  passing  to  an  ex- 
amination of  the  chief  statistical  units  for  measuring  the  rail- 
way's business,  it  is  desirable  to  pause  for  a  moment  to  note 
certain  general  classes  of  railway  statistics. 

A  distinction  of  considerable  importance  to  a  railway  man 
is  that  between  operating  statistics  and  traffic  statistics,  which, 
in  a  general  way,  corresponds  to  the  difference  in  the  work 
of  the  operating  and  traffic  departments.  Operating  statistics 
have  as  their  problem  the  securing  of  information  that  will 
enable  the  handling  of  the  greatest  gross  tonnage  at  the  least 
expense.  They  deal  with  the  performance  and  with  the  ex- 
pense of  performance,  and  set  forth  quantities  of  gross  tons 
hauled,  miles  per  day,  fuel  consumption,  and  similar  data. 
From  this  point  of  view  the  railway  is  a  matter  of  mechanics 
and  organization  for  operation. 

Traffic  statistics  seek  to  show  the  way  to  get  the  largest 
net  tonnage  and  earnings,  to  which  end  they  present  data  con- 
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cerning  net  tons  hauled,  revenue  received — especially  the  net 
revenue — volume  of  particular  commodities,  loss  and  damage 
claims,  and  the  like.  Traffic  statistics  have  grown  in  im- 
portance as  more  attention  has  been  given  to  analyzing  net 
earnings  and  as  more  intensive  study  has  been  made  of  particu- 
lar classes  of  traffic,  shippers,  and  localities. 

The  first  few  paragraphs  of  this  chapter  well  illustrate  the 
nature  of  operating  statistics.  The  practical  use  of  traffic  sta- 
tistics becomes  apparent  when  a  jobber  at  a  competitive  point 
seeks  a  lower  rate  to  enable  him  to  break  into  a  new  market. 
Only  traffic  statistics  covering  the  movement  of  various  com- 
modities into  and  out  of  certain  localities  can  answer  the  ques- 
tion, "Will  it  pay  to  make  the  reduction?"  Or  a  shipper  may 
demand  a  reduced  rate  in  return  for  furnishing  a  large  volume 
of  traffic.  Plausible  as  the  demand  may  seem,  it  is  certain 
that  to  reduce  the  rate  in  question  will  lead  to  lower  rates  in 
other  commodities  and  on  shipments  to  intermediate  points. 
Only  traffic  statistics  can  answer  the  question,  "Will  it  pay?" 
Commodity  statistics,  too,  showing  the  quantity  and  the 
average  revenue  per  ton-mile  are  valuable  as  a  basis  for  laying 
plans  to  increase  traffic. 

Passenger  Statistics  Not  So  Important. — We  shall  have 
little  to  say  concerning  passenger  statistics,  and  consequently 
it  may  be  noted  at  once  that  such  statistics  have  relatively  little 
importance  in  railway  operation,  for  the  simple  reason  that 
there  is  relatively  small  opportunity  to  economize  in  the  pas- 
senger service.  The  tractive  power  of  passenger  locomotives 
is  rarely  fully  utilized,  and  consequently  there  is  little  chance 
to  improve  conditions  in  that  respect.  A  very  large  proportion 
of  passenger  expenses  is  fixed.  There  is  little  chance  to  add 
or  take  off  trains  under  normal  conditions.  Consequently, 
from  the  railway  man's  point  of  view,  statistics  of  the  passen- 
ger service  do  not  begin  to  compare  in  importance  with  those 
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concerning  the  freight  service.  This  situation  may  not  be  true 
of  a  few  roads  which  have  as  their  chief  business  the  handhng 
of  dense  local  passenger  traffic,  but  it  holds  in  general. 

Classification  of  Operating  and  Traffic  Statistics. — All 
operating  and  traffic  statistics  may  be  classified  under  the  heads 
shown  in  Fig.  4. 
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Fig.  4. — Classification  of  Railway  Statistical  Bases 

As  to  the  first  or  service  viewpoint,  it  is  obvious  that  the 
quantity  of  transportation  product  may  be  measured  in  either 
units  of  space  or  of  weight.  The  car-mile  unit  (a  car  hauled 
one  mile)  is  primarily  one  of  space  capacity,  and  only  as  goods 
are  assumed  to  have  like  specific  gravity  does  it  serve  as  an 
index  of  weight  service. 

It  is  evident  that  the  utility  of  service,  quantity  remaining 
the  same,  varies  according  to  speed,  and  certain  branches  of  the 
freight  service  are  differentiated  on  this  basis.  We  have  prac- 
tically no  statistics  of  the  punctuality^  and  frequency  of  service, 
and  but  scanty  ones  concerning  such  elements  as  direction  and 


*  The   New    York    Public    Service    Commission   has   compiled    reports    of    number    and 
percentage  of   trains  on   time  and   the  average   time   late. 
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The  distinctun  between  operating  and  traffic  statistics  is 
ODC  whidi,  as  such,  is  of  small  in^ortance  to  die  pnUic.  But 
in  a  general  way  it  ?s  important  to  keqp  statistics  of  net  and 
gross  load  sqparate.  In  a  sense,  the  "tare""  wa^A  is  waste 
transportafioii,  and  society  is  justly  interested  in  reducing  d!e 
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to  another,  thus  in%ol%ing  distanre,  it  is  natmal  that  the  first 
thing  to  inq>ress  one  in  dealing  with  raihra^  statistics  is  die 
freqaencT  with  whidi  the  word  "mik'^  ^qipearsu  Moreorer,  it 
is  desirable  to  reduce  statistical  data  to  a  cnmparabie  basb  and 
coaseqaenthr,  whether  service  or  net  ie%cmie  be  die  point  of 
view,  railway  statistics  are  largdj  reduced  to  a  ''per  nukT' 
basis — per  mile  of  road^  per  mile  of  track,  train-mile,  etc  A 
mile  of  "road"  or  of  "fine"  means  a  mile  of  roadbed,  and  each 
mile  maj.  therefore,  louLun  several  miles  of  ''track.'*  A  mile  of 
track  is  only  to  be  nnderstood  when  it  is  remembcfed  that  there 
may  be  not  only  a  first  track  bat  also  a  second,  third,  and 
other  tracks.  Conseqacndy.  diere  are  more  miles  of  track  in 
a  grren  railway  system  than  there  are  miles  of  road  or  fine. 
Track  may  indnde  sidings  and  yard  trackss,  and  it  is  often  well 
to  distingoish  miks  of  "^main  track"*  from  miles  of  all  tracksL. 

In  dealing  with  statistics  on  a  per-mile  basis,  one  ^banid 
always  be  carefol  to  mimiher  that  miles  differ.  A  mile  of 
road  (Ml  one  railway  may  be  sir^ie  tracked,  while  in  the  case  of 
another  road  it  may  mean  f  oar  tracks^  In  the  f  oimer  case,  the 
roadbed  may  be  12  feet  wide  and  in  the  latter  20  ioet.  The 
rails  in  one  mile  may  be  50  poantk  in  weight  and  in  another 
mile  120  pounds.  There  may  be  14  ties  to  die  rail  in  one 
case  and  18  in  the  other;  and  one  mile  mar  be  mdnliasted  and 
the  other  have  12  inches  of  ballast  under  die  tie.  AD  thb  is 
to  say  nothing  of  the  great  variety  in  grades  and  curves  which 
may  exist  as  between  the  two  miles.  Tlie  average  investment 
of  one  road  per  mile  may  be  S6qjOOO,  while  that  of  auodicr 
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road  may  amount  to  as  much  as  $300,000.  Obviously,  it  will 
not  do  to  compare  figures  even  on  a  per-mile  basis  unless  due 
allowance  is  made  for  the  different  factors  mentioned  above. 

Similarly,  the  movement  of  a  train  or  a  ton  over  a  mile  of 
road  has  a  different  meaning,  depending  not  only  on  the  kind 
of  road  over  which  the  movement  occurs,  but  also  on  the  kind 
of  train  or  the  kind  of  commodity  which  makes  up  the  ton. 

Chief  Statistical  Units — The  Train-Mile. — A  much  used 
unit  in  railway  statistics  is  the  "train-mile,"  which  represents 
the  operation  of  hauling  a  train  one  mile.  At  once,  how- 
ever, we  note  several  serious  difificulties  in  the  use  of  the 
train-mile  as  a  unit. 

First  proceeding  from  the  cost  or  efficiency  point  of  view, 
the  question  at  once  arises,  "What  is  a  train?"  If  one 
will  reflect  for  a  moment,  he  will  recall  having  seen  dozens 
of  different  lengths  and  types  of  train.  A  freight  "train"  is 
sometimes  defined  as  an  engine  with  a  caboose.  Another  defini- 
tion is  "an  engine  with  a  train  crew."  Both  have  some  utility, 
but  also  have  their  shortcomings.  For  our  purpose  a  train 
may  be  defined  as  one  or  more  locomotives  and  a  varying 
number  of  cars. 

So  considered,  it  is  apparent  that  some  expenses  are 
peculiar  to  the  locomotive  and  have  nothing  to  do  with  the 
number  of  cars.  Such  expenses  include  about  30%  of  the 
fuel  and  all  the  wages  of  the  engineers  and  firemen.  On  the 
other  hand,  some  of  the  expenses  are  peculiar  to  the  cars, 
such  as  certain  repairs  and  maintenance,  and  oil  and  waste. 
These  items  have  no  relation  to  the  locomotives.  Finally,  the 
wages  of  the  train  crew  and  the  remainder  of  the  fuel  expense 
depend  upon  the  train  considered  as  a  unit. 

Obviously,  the  train-mile  unit  can  be  a  homogeneous  thing, 
suitable   for  comparison  only  to  the  extent  that  the   factors 
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determining  the  locomotive  expense  and  car  expense  are  either 
similar  or  related,  or  else  are  negligible.  Now  these  items  are 
far  from  negligible,  especially  in  the  case  of  locomotive  ex- 
penses, and  accordingly  all  depends  upon  the  kind  and  number 
of  locomotives  and  cars  in  the  trains  which  are  compared. 
Trains  differ  widely  in  the  number  and  size  of  their  cars,  in 
the  percentage  of  dead-weight,  and  the  number  and  power  of 
locomotives.  In  a  word,  the  train-mile  is  not  a  clearly  defined 
unit. 

It  is  especially  important  to  note  the  percentage  of  tare 
or  dead-weight.  The  number  of  locomotive-miles  can  be  as- 
certained separately  from  the  train-miles  and  when  they  largely 
exceed  the  train-miles  we  may  conclude  that  grades  and  curves 
are  such  that  the  railway  has  to  resort  to  "double  headers," 
with  a  large  mileage  of  pusher  and  helper  locomotives.  A 
glance  at  the  Interstate  Commerce  Commission  statistics  will 
show  that  the  ratio  of  train-miles  to  locomotive-miles  on  dif- 
ferent roads  varies  from  50%  to  99%. 

As  a  unit  of  senice  the  train-mile  is  not  satisfactory  for 
the  general  reason  that  what  shippers  want  is  not  train-miles 
but  ton-miles.  An  empty  train  makes  as  many  train-miles  as 
does  a  full  train.  To  be  sure,  there  is  generally  some  relation 
between  train-miles  and  ton-miles,  but  it  is  not  close  enough 
to  be  satisfactory. 

More  than  this,  from  a  service  point  of  view,  even  if  all 
trains  were  loaded,  the  difference  in  character  of  freight  con- 
tained would  vitiate  comparisons  on  the  basis  of  train-miles. 
The  percentage  of  high-grade  or  low-grade  freight  in  the 
trainload  would  vary.  Also  the  percentage  of  carload  freight 
and  less-than-carload  freight  differs  considerably,  and  this 
raises  serious  questions,  of  which  two  are:  (i)  How  much 
more  does  it  cost  to  handle  a  ton  of  less-than-carload  freight? 
(2)    Inasmuch  as  less-than-carload  freight  is  actually  weighed. 
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while  carload  freight  is  often  assumed  to  equal  in  weight  the 
capacit\'  of  the  car,  to  what  extent  are  comparative  trainload 
figures  inaccurate? 

The  Locomotive-Mile. — As  locomotive  expense  is  a  large 
part  of  the  cost  of  running  a  train,  it  is  natural  that  a  great 
deal  of  importance  should  be  attached  to  the  average  loco- 
motive-mile as  an  operating  statistical  unit.  The  figure  has 
its  importance,  but  difficulties  attend  its  use  which  are  similar 
to  those  we  have  found  in  the  case  of  the  train-mile. 

A  great  deal  more  must  be  known  about  the  nature  of  the 
locomotive  and  the  conditions  under  which  it  operates  than  is 
generally  available,  if  the  locomotive-mile  is  to  be  used  in 
making  comparisons  as  a  unit  for  judging  cost  or  efficiency. 
The  following  points  may  be  especially  mentioned : 

1.  Locomotives  vary  in  type  and  accordingly  in  tractive 
power  and  operating  expense.  There  is  a  wide  difference 
between  the  effectiveness  of  "simple"  and  "compound"  loco- 
motives. Also,  freight,  passenger,  and  switching  locomotives 
are  quite  different  in  their  work  and  performance. 

2.  The  locomotive  may  be  running  "light"  or  drawing  a 
hea\y  load  when  it  registers  the  locomotive-mile. 

3.  In  determining  locomotive  expense  time  is  often  more 
important  than  distance  and  accordingly  the  locomotive- 
hour  may  mean  more  than  the  locomotive-mile.  A  large  per- 
centage of  locomotive  expense  remains  constant  as  long  as 
steam  is  up;  for  fuel,  wages,  light  repairs,  and  roundhouse 
expenses  have  little  relation  to  distance. 

4.  The  locomotive-mile  gives  little  indication  of  the  train 
resistances  that  are  overcome  in  accomplishing  the  mileage, 
such  resistances  depending  on  grades,  curves,  speed,  and 
weather  conditions. 

By  making  a  supplementary  analysis  it  is  possible  to  over- 
come some  of  these  difficulties  in  part.     Thus,  the  mileage  of 
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freight,  passenger,  and  switching  locomotives  may  be  obtained 
separately,  and  the  light  mileage  is  available.  Little  has  been 
accomplished,  however,  in  the  way  of  allowing  for  the  time 
element.  Some  English  writers  have  strongly  favored  the 
engine-hour  as  a  unit,  but  this  makes  no  allowance  for  tractive 
power.  Accordingly,  it  has  been  suggested  that  a  "tractive- 
power  hour'  unit  might  be  used  which  would  make  it  possible 
to  compare  the  quantity  of  motive  power  available  per  hour 
with  the  amount  of  work  actually  done. 

A  difficulty  with  this  suggestion  is  that  the  number  of 
locomotive-hours  are  not  readily  available.  \\'hat  we  do  have 
in  the  statistics  published  by  the  Interstate  Commerce  Com- 
mission are  the  tractive-power-pounds  and  the  ton-miles  (num- 
ber of  tons  hauled  one  mile).  Accordingly,  the  writer  would 
suggest  that  the  best  available  unit  for  comparing  locomotive 
efficiency  may  be  constructed  out  of  these  materials  and  be 
based  upon  the  tractive  power  of  locomotives  rather  than  the 
number  of  locomotives.  It  is  possible  to  compute  for  any 
railway  the  ton-miles  per  ai-erage  locomotive  tractire-pou'er, 
the  figure  being  a  ratio  between  the  average  tractive-power- 
pounds  per  locomotive  and  the  ton-mile.  This  unit,  while  it 
does  not  allow  for  time,  would  put  the  different  roads  on  a 
more  nearly  comparable  basis  as  to  kinds  of  locomotives. 
Moreover,  it  is  not  so  important  to  allow  for  time  when 
the  question  involved  is  one  of  quantity-  or  work  done  or 
service  rendered,  but  rather  the  question  concerns  the  ton- 
miles  made  (that  is.  the  number  of  tons  hauled  one  mile). 
Consequently,  the  proposed  unit,  namely,  the  "ton-miles  per 
average  locomotive  tractive-power"  should  give  fairly  satis- 
factory results. 

The  Car-Mile. — A  "car-mile"  is  a  unit  which  represents 
the  movement  of  a  car  over  the  distance  of  one  mile,  and  the 
number  of  car-miles  is  found  by  adding  the  mileages  made  by 


52  ORGANIZATLON  AND  FUNCTIONS  [Pt.  I 

each  car.  As  a  unit  of  cost,  the  car-mile  has  its  value,  but 
here  again  there  is  considerable  difficulty  in  allowing  for 
variable  factors  which  limit  its  use.  It  requires  a  great  deal  of 
interpretative  data  to  avoid  falling  into  error  in  making  com- 
parisons. 

For  example,  cars  vary  so  in  cost  and  type  and  capacity 
that  when  the  figures  are  quoted  "per  car-mile"  one  is  inclined 
to  ask,  "What  is  a  car?"  The  proportion  of  dead-weight,  or 
tare,  varies  widely.  For  example,  a  small  wooden  car  has  a 
weight  which  is  a  large  percentage  of  the  freight  it  will  carry, 
while  a  large  steel  car  when  loaded  makes  a  smaller  percentage 
of  dead- weight. 

Again,  the  car-mile  may  be  one  made  by  an  empty  car,  or  it 
may  represent  the  movement  of  a  car  loaded  to  capacity,  with 
all  degrees  in  between.  In  1920  nearly  one-third  of  all  freight- 
train  car-miles  were  empty  miles.  Moreover  the  average  car- 
load for  different  lines  may  range  between  8  and  65  tons. 

Finally,  car  resistance  varies  according  to  the  number  of 
cars  in  a  train,  the  speed  at  which  they  move,  and  the  grades 
and  curves  which  impede  their  progress. 

In  a  word,  there  is  nothing  to  insure  that  car-miles  and 
operating  expense  will  vary  proportionately  or  even  in  the 
same  direction.  If  a  road  increases  its  average  carload,  or 
hauls  a  smaller  percentage  of  empty  cars,  or  makes  more  miles 
per  car-day,  it  may  increase  its  car-miles  considerably  and  at 
the  same  time  actually  reduce  its  operating  expense.  Conse- 
quently, the  car-mile  furnishes  too  uncertain  a  basis  for  deter- 
mining operating  policies,  and  it  would  be  unwise  to  base 
public  regulation  upon  it. 

As  a  statistical  unit  for  judging  service  performed  by  a 
carrier,  the  car-mile  may  be  more  satisfactory,  although  even 
here  some  analysis  is  necessary  to  allow  for  the  different 
average  capacity  of  cars,  the  kind  of  commodity  with  which 
they  are  loaded,  and  the  speed  and  direction  in  which  they 


Ch.  3]  OPERATING  AND  TRAFFIC  STATISTICS  53 

move.  After  all,  what  the  public  wants  is  not  car-miles  but 
ton-miles. 

From  the  operating  point  of  view,  however,  car  movement 
is  of  such  importance  that  it  is  neither  possible  nor  desirable  to 
abandon  car-mile  statistics.  Consequently,  we  should  note 
here  the  available  figures  for  correcting  or  allowing  for  the 
difficulties  that  have  been  pointed  out.  ( i )  It  is  possible  to 
know  and  make  allowance  for  the  difference  in  average  capacity 
of  cars.  (2)  We  know  the  percentage  of  car-mileage  that  is 
made  by  empty  cars,  (3)  gross  ton-miles  (including  the  weight 
of  the  car)  are  reported  separately  from  net  ton-miles.  (4) 
Finally,  the  government  publishes  the  average  car-miles  per 
day,  which  gives  an  indication  of  the  average  speed  made,  and 
the  average  number  of  cars  per  train.  Taking  all  these  things 
together,  one  can  make  a  fairly  good  use  of  car-mile  figures 
by  allowing  for  the  various  factors  which  otherwise  invalidate 
comparisons. 

The  car — and  accordingly  the  car-mile — is  best  regarded  as 
a  potentiality.  It  is  a  unit  of  capacity,  not  of  actual  perform- 
ance or  service.  It  is  important  to  know  a  railway's  capacity 
and  the  measure  in  which  it  is  utilized.  It  is  highly  important 
to  know  the  average  carload,  the  empty  car-mileage,  and  its 
percentage  of  the  total,  the  car-miles  made  per  day  and  the 
ton-miles  per  car  day.  All  of  these  are  available  in  the 
statistical  publications  of  the  Interstate  Commerce  Commis- 
sion. 

The  Ton-Mile. — The  ton-mile  is  the  most  generally  used 
unit  of  statistical  judgment,  both  as  regards  railway  cost  and 
railway  service.  What,  then,  is  a  ton-mile?  A  ton-mile  is 
generally  referred  to  as  one  ton  hauled  one  mile.  This  state- 
ment is  slightly  misleading,  as  it  seems  to  imply  something 
concerning  the  size  of  shipments,  and  it  might  be  better  to  say 
that  ton-miles  are  the  numl^er  of  miles  that  tons  are  hauled. 
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A  ton-mile  represents  the  movement  of  a  ton  over  a  distance 
of  a  mile.  Thus  one  ton  hauled  lo  miles  equals  lo  ton-miles 
and  also  lO  tons  hauled  one  mile  equals  lo  ton-miles.  Need- 
less to  say,  5  tons  hauled  2  miles  give  the  same  result  in  ton- 
miles.  The  idea  behind  the  ton-mile  is  that  it  expresses  in 
itself  both  tonnage  and  distance,  and  thus  well  represents  the 
work  done  by  a  railway.  The  ton-mile  is  analogous  to  the 
"foot-pound"  of  physics. 

There  is,  indeed,  a  great  deal  to  be  said  in  favor  of  the 
ton-mile  as  a  statistical  unit.  But  first  it  will  be  well  to  point 
out  its  limitations.  As  a  unit  of  judgment  of  efficiency  or 
cost  it  must  be  admitted  that  operating  expense  does  not  neces- 
sarily vary  with  total  ton-miles,  and  this  for  several  reasons : 

1.  Ton-miles  have  different  significance  according  to  the 
kind  of  commodity,  and  a  ton  of  fruit  has  a  very  dififerent 
relation  to  cost  from  that  of  a  ton  of  coal.  Different  com- 
modities require  different  speeds,  present  different  risks,  and 
have  different  costs  of  loading  and  handling  in  transit. 

2.  The  distance  involved  affects  the  meaning  of  the  ton- 
mile.  A  ton-mile  which  is  one  of  a  large  number  of  tons 
hauled  a  short  distance  may  be  much  less  desirable  from 
the  railway  point  of  view  than  another  ton-mile  which  is 
one  of  a  smaller  number  of  tons  hauled  a  long  distance. 
Terminal  expenses  are  considerable  and  they  do  not  vary 
with  the  distance.  Accordingly,  a  short  haul  may  not 
furnish  enough  revenue  to  cover  the  bare  expense  of  load- 
ing and  unloading  the  goods. 

3.  The  amount  of  handling  required  is  a  variable  which 
is  not  allowed  for  in  ton-mile  statistics.  As  will  later  be 
found,  there  is  much  difference  between  carload  freight  and 
less-than-carload  freight.  Here  it  is  only  to  be  noted  that 
less-than-carload  freight  requires  much  more  handling  by  the 
railway  and  consequently  involves  greater  expense.  The 
same  may  be  true  of  local  freight  as  against  through  freight. 
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4.  The  amount  of  competition  which  affects  the  business 
makes  the  importance  of  various  ton-miles  differ  somewhat. 
This  is  illustrated  by  the  great  difference  beween  export 
grain  traffic  and  local  merchandise  shipments,  the  former 
meaning  a  ton  which  is  one  of  many  thousands  shipped  in 
carloads  in  competition  with  similar  shipments  all  over  the 
world,  while  the  latter  is  part  of  a  relatively  small  and 
irregular  business,  subject  to  a  large  degree  of  monopoly 
power  by  the  single  carrier  which  can  perform  the  service. 

Even  as  a  unit  of  sermce  the  ton-mile  is  not  perfect  in 
itself,  as  the  utility  of  the  ton-mile  produced  by  the  railway 
w^ill  vary  with  the  commodity,  the  speed,  the  direction,  and 
other  factors.  It  Is  important  here,  too,  to  note  that  we  must 
distinguish  the  gross  ton-mile  from  the  net  ton-mile.  While 
the  former  includes  the  weight  of  the  equipment,  as  well  as  the 
freight,  the  latter  means  only  the  revenue  freight,  and  it  is 
with  this  alone  that  a  statistical  unit  for  measuring  service  is 
concerned. 

With  all  its  faults  the  ton-mile  is  the  best  statistical  unit. 
It  is  the  most  logical  and  generally  applicable  basis  for  study- 
ing railway  operation  and  service.  For  one  thing,  it  is  an 
excellent  common  denominator  in  that  it  is  equally  available 
for  judging  cost  and  service,  or  operation  and  traffic.  It  is 
equally  valuable  for  studying  efficiency  and  profits.  The 
service  that  the  railway  affords  is  tons  hauled  from  one  point 
to  another.  In  performing  this  service  its  motive  powe'-  is 
rated  and  its  trains  are  made  up  on  a  tonnage  basis.  Its  ter- 
minal expenses,  too,  vary  with  the  tons  hauled,  and  while  tons 
are  not  ton-miles,  there  is  at  least  some  connection  between 
the  two. 

The  ton-mile  is  the  easiest  statistical  unit  to  use.  It  is  easy 
to  define  and  relatively  easy  to  enumerate. 

With  a  little  care  to  get  and  use  certain  statistical  data  it 


56"  ORGANIZATION  AND  FUNCTIONS  IPt.  I 

may  be  made  a  reasonably  accurate  basis  of  statistical  judg- 
ment. The  most  important  available  factors  which  are  needed 
to  supplement  the  ton-mile  are  the  following: 

1.  Total  ton-miles  should  be  distributed  into  gross  ton- 
miles  and  net  ton-miles. 

2.  It  is  most  important  that  commodity  statistics  should 
be  available  so  that  ton-miles  can  be  analyzed  by  commodities. 
The  Interstate  Commerce  Commission  gives  commodity 
groups,  but  these  have  to  be  broken  up  still  further  to  be 
entirely  satisfactory,  for  reasons  that  are  clear  when  it  is 
noted  that  the  "agricultural"  group  includes  both  fruit 
and  hay,  while  the  animal  products  group  includes  both 
fertilizers  and  "packing-house  products,"  such  as  lard. 

3.  The  percentage  of  carload  and  less-than-carload  freight 
should  be  taken  into  consideration. 

4.  Data  showing  the  length  of  haul  are  important. 

5.  Local  versus  through  freight.  The  Interstate  Com- 
merce Commission  statistics  enable  one  to  ascertain  the  pro- 
portion of  the  tonnage  of  a  road  which  originates  on  its  own 
line.  This  is  not  entirely  satisfactory,  as  it  does  not  enable 
us  to  tell  where  the  tonnage  shipped  terminates,  but  it  helps 
towards  a  better  understanding  of  the  ton-mile  figures. 

6.  In  interpreting  ton-mile  figures  one  should  also  con- 
sider the  density  of  traffic. 
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CHAPTER  IV 

RAILWAY  OPERATING  AND  TRAFFIC  STATISTICS 

(Continued) 

Traffic  Density. — An  important  statistical  average  is  "ton- 
miles  per  mile  of  road."  This  figure  is  arrived  at  by  dividing 
the  number  of  miles  of  road  into  the  total  number  of  ton-miles, 
and  may  be  expressed  by  the  following  formula : 

„     „      ,       .  Ton-miles 

Traffic  density  =  tft' r 1 

■'       Miles  of  road 

This  unit  of  traffic  density  may  be  a  very  good  statistical 
device  for  indicating  physical  volume.  Taken  together  with 
the  operating  ratio  it  furnishes  a  fair  index  of  railway 
efficiency,  but  for  one  who  is  interested  in  railway  earnings  and 
finance  it  requires  careful  interpretation. 

In  the  first  place,  its  significance  varies  materially  with  the 
kind  of  traffic — with  the  kind  of  tons  in  the  average  ton-mile. 
The  kind  of  traffic  may  change  and  therefore  the  density  of 
traffic  may  also  vary  in  its  significance.  Two  roads  may  have 
equal  density  of  traffic — one  hauls  logs  and  iron  ore  and  the 
other  fruit  and  automobiles.  Which  road  makes  the  most 
money?     Certainly  the  density  of  freight  traffic  does  not  tell. 

In  the  second  place,  density  may  be  achieved  at  dispropor- 
tionate expense.  For  example,  the  Erie  Railway  has  had  a 
rather  high  traffic  density  but  this  has  generally  been  secured 
by  hauling  many  cars  each  one  of  which  has  a  relatively  small 
load.  The  result  is  a  greater  operating  expense  than  that  of 
some  other  roads  which  have  less  density  but  larger  average 
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carloads.  Consequently  great  density  on  the  Erie  may  not 
be  an  advantage. 

In  the  third  place,  the  kind  of  road  affects  the  meaning  of 
the  density  figure.  An  expensive  and  possibly  highly  capital- 
ized railway  will  require  a  large  volume  of  traffic  in  order  to 
make  any  kind  of  a  showing;  while  a  cheaply  constructed  line 
may  make  good  returns  from  a  relatively  sparse  traffic. 

On  the  whole,  hov/ever,  the  "ton-miles  per  mile  of  road," 
or  freight  traffic  density,  is  one  of  the  most  valuable  statistical 
units,  and  if  due  allowance  is  made  for  the  variable  factors 
which  have  been  referred  to,  it  is  of  great  use  in  making  com- 
parisons among  different  railways  and  among  the  different 
years  of  a  single  railway. 

Per-mile  Statistics  in  General. — All  per-mile  statistics  are 
dangerous.  A  large  part  of  the  trouble  in  finding  satisfactory 
railway  statistics  lies  in  the  mile,  whether  it  be  mile-of-road, 
car-mile,  locomotive-mile,  train-mile,  ton-mile,  or  passenger- 
mile.  There  are  two  great  difficulties  which  cover  most  of  the 
problem. 

In  the  first  place,  miles  lack  homogeneity.  They  are  not 
the  same  in  at  least  four  important  respects. 

1.  They  vary  in  place,  miles  being  different  on  different 
divisions  of  the  same  road  and  on  different  roads. 

2.  They  vary  in  time,  and  accordingly  all  the  fluctuating 
conditions  of  business  and  climate  which  affect  railway 
operation  and  traffic  have  to  be  considered. 

3.  In  the  case  of  rhovement  miles,  they  vary  in  their 
rate  of  speed  and  this  variation  affects  even  the  mainte- 
nance of  the  miles  of  road. 

4.  Miles  vary  in  their  quantity  or  the  extent  to  which  they 
are  aggregated.  Thus  two  roads  having  the  same  ton- 
mileage  may  show  very  different  results  according  to  the 
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average  length  of  haul  per  shipment  and  to  the  density  of 
traffic. 

In  other  words,  as  already  observed,  a  ton-mile  means  most 
when  it  is  one  resulting  from  a  large  amount  of  mileage  in 
proportion  to  tonnage,  which  shows  long  average  hauls.  Also, 
as  a  general  thing,  a  ton-mile  which  is  one  of  a  large  volume 
per  mile  of  road  means  more  than  one  w^hich  is  part  of  a  less 
dense  traffic. 

In  the  second  place,  per-mile  statistics  are  often  misleading 
in  judging  efficiency,  because  important  items  of  expense  and 
net  revenue  do  not  have  any  relation  to  miles.  A  large  part  of 
railway  wages  are  paid  by  the  hour.  Fuel  consumption,  to  a 
very  considerable  extent,  depends  upon  time  and  not  upon  the 
miles  made.  Depreciation,  both  of  way  and  structures  and  in 
part  of  equipment,  has  little  relation  to  movement  miles, 
though,  of  course,  the  total  amount  of  depreciation  of  way 
and  structures  has  a  close  relation  to  miles  of  road.  To  cap 
the  climax,  the  important  item  of  terminal  expense  has  nothing 
whatever  to  do  with  miles,  and  the  shorter  the  haul,  the  more 
controlling  these  terminal  expenses  become.  '4  »»  ^-^  T 

Correct  Use  of  Per-Mile  Units. — The  reader  must  not  think 
because  the  difficulties  are  pointed  out  that  the  per-mile  statis- 
tical units  are  therefore  useless.  It  is  with  a  constructive  pur- 
pose that  the  foregoing  criticisms  are  made.  Statistics  are 
constantly  subjected  to  criticism  because  of  the  erroneous  con- 
clusions which  result  from  their  careless  use  and  it  is  only  by 
understanding  the  necessity  for  a  correct  utilization  of  statistics 
that  error  can  be  avoided. 

What  is  often  most  needed  is  that  the  shortcomings  of  a 
given  statistical  unit  should  be  removed  by  bringing  in  some 
other  element  to  supplement  it.  When,  therefore,  it  is  pointed 
out  that  miles  vary  in  time,  rate,  and  quantity,  we  must  con- 
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elude  that  in  using  per-mile  figures  they  must  be  supplemented 
by  presenting  figures  that  will  enable  us  to  allow  for  these 
variables.  For  example,  if  we  are  presenting  a  column  of 
figures  showing  the  train-miles  or  ton-miles  for  a  series  of 
years  or  for  a  series  of  different  railways,  we  can  present  in 
parallel  columns  figures  showing  the  average  trainload,  the 
density,  the  average  length  of  haul,  the  average  car-miles  per 
day,  etc. 

In  any  event,  the  knowledge  of  the  pitfalls  of  railway 
statistics  will  be  valuable  to  anyone  who  desires  to  get  the  true 
meaning  from  a  statistical  statement  concerning  railways. 

The  chief  use  of  per-mile  of  line  figures  comes  in  present- 
ing data  concerning  capitalization,  revenue,  expense,  and  net 
revenue.  Here  the  mile  furnishes  a  valuable  unit  for  facili- 
tating comparisons.  It  is  of.  little  value  for  comparing  the 
efficieiKy  of  operations,  for  railways  are  built  to  allow  the 
movement  of  traffic  and  there  must,  of  course,  be  a  certain 
number  of  miles  of  road  to  connect  any  two  points.  The 
traffic  may  be  heavy  or  light ;  and  the  transportation  expenses 
do  not  depend  on  the  number  of  miles  of  road.  Only  the 
maintenance-of-way  expenses  depend  directly  upon  the  num- 
ber of  miles  of  road  and  even  here  the  density  of  traffic  plays 
a  part.  But  the  investment  per  mile  of  road  is  a  figure  of  value. 
The  reason  for  a  difference  in  the  investment  per  mile  for 
any  two  roads  may  lie  in  the  kind  of  roadbed  and  track;  but 
the  fact  remains  that  one  or  the  other  of  the  roads  has  a  greater 
investment  per  mile,  and  that  is  important  in  itself.  It  means 
that  the  net  earnings  must  be  proportionately  greater  if  capital 
is  to  receive  the  average  return. 

Similarly,  the  "net  revenue"  per  mile  of  line  is  important. 
The  fact  that  the  net  earnings  per  mile  are  small  does  not  in 
itself  show  the  reason  for  the  smallness,  nor  necessarily  indi- 
cate the  relative  efficiency  of  operation.    It  merely  furnishes  an 
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index  of  the  profitableness  of  railway  operations  which  en- 
ables us  to  make  an  initial  comparison  between  long  and  short 
roads.  From  this  point  of  view  it  is  worth  while  to  show 
comparative  net  earnings  per  mile  of  road,  though  we  must 
remember  that  it  is  important  to  supplement  the  comparison 
by  a  knowledge  of  the  volume  of  traffic  handled,  and  that  we 
can  only  explain  the  differences  shown  by  knowing  something 
of  the  relative  technical  efficiency  of  the  roads  compared. 

The  Operating  Ratio. — An  important,  though  much  abused, 
statistical  unit  is  that  known  as  the  operating  ratio.  This 
figure  is  the  percentage  of  operating  expenses  to  gross  earnings 
from  operation.  In  other  words,  it  is  the  percentage  of  a  rail- 
way's revenue  which  is  paid  out  in  operating  expenses.  The 
operating  ratio,  which  in  the  past  has  normally  averaged  in 
the  neighborhood  of  65%  on  American  railways,  is  at  present 
in  the  neighborhood  of  78%,  as  a  result  of  abnormal  traffic 
and  operating  conditions. 

As  already  stated,  the  operating  ratio  is  a  much  abused 
unit  of  statistical  judgment.  For  several  years  following  the 
peak  of  the  prestige  of  the  Hill  roads  in  the  Northwest,  the 
policy  of  securing  large  trainloads  and  low  operating  ratios 
became  a  sort  of  fetish  with  railway  men,  and  some  seemed  to 
believe  that  the  lower  the  operating  ratio  the  better.  At  first 
glance  it  does  seem  that  the  smaller  the  percentage  of  operating 
expense  the  better.  Let  us  then  examine  carefully  the  exact 
significance  of  this  ratio. 

As  a  unit  of  scnncc,  the  operating  ratio  has  little  if  any 
significance.  Its  validity  must  depend  upon  its  value  as  an 
operating  or  cost  index.  Considered  even  from  the  cost  \K>'mt 
of  view,  however,  we  find  it  apt  to  be  quite  misleading.  In 
the  first  place,  neither  element  in  the  operating  ratio  depends 
closely  upon  efficiency  of   operating.      Obviously,   the   gross 
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earnings  do  not  depend  upon  operating  efficiency,  but  merely 
upon  the  tonnage  hauled  and  the  freight  rate.  Nevertheless, 
the  operating  ratio  is  half  dependent  upon  gross  earnings. 
Again,  a  large  part  of  operating  expenses,  which  make  the 
other  side  of  the  ratio,  does  not  depend  on  operating  efficiency. 
A  very  considerable  fraction  of  operating  expenses  depends 
upon  iveathcr  conditions  and  inevitable  depreciation,  especially 
the  maintenance  of  way  and  structures.  To  some  extent, 
such  expenses  are  even  yet  dependent  upon  the  policies  of  boards 
of  directors.  Perhaps  this  item  amounts  to  as  much  as  from 
io%  to  15%  of  all  railway  operating  expenses.  How,  then, 
could  the  operating  ratio  furnish  a  certain  index  of  operating 
efficiency? 

In  the  second  place,  the  operating  ratio  gives  no  indication 
of  the  volume  of  traffic  that  is  handled.  Two  roads  of  similar 
length  and  operating  efficiency,  one  of  which  handles  a  million 
tons  and  another  two  million  tons,  might  have  exactly  the 
same  operating  ratio.  But  the  total  net  earnings  of  the  road 
with  the  larger  traffic  would  be  far  greater  than  those  of  the 
other.  Just  as  in  mercantile  business  a  large  volume  at  a  low 
margin  may  be  more  profitable,  so  in  the  railway  business  the 
road  with  the  dense  traffic  and  high  operating  ratio  (or  low 
margin  per  unit)  is  generally  the  one  that  is  most  profitable. 
Thus  the  ratio  is  not  a  good  index  of  profitableness. 

For  example,  although  it  may  be  expensive,  it  may  pay  to 
rush  empty  cars  over  the  line  at  a  good  rate  of  speed,  in  order 
to  get  more  traffic.  It  is  traffic  that  pays.  But  an  operating 
official  who  is  dominated  by  the  idea  of  the  operating  ratio 
might  wait  for  a  heavy  trainload,  thus  reducing  his  average 
operating  expense  per  mile  traveled  by  trains  but  also  losing 
business.  Concrete  illustrations  of  the  lack  of  significance  of 
the  operating  ratio  will  be  found  in  the  comparisons  shown 
in  the  table  below,  showing  operating  ratio  and  net  operating 
revenue  per  mile   for  certain   selected   roads   in    191 7.      The 
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figures  are  based  on  the  year   191 7,  when  ratios  were  more 
nearly  normal  than  they  now  are. 


Railway  Company 

Operating 
Ratio 

Net  Operating 
Revenue 
per  Mile 

Alaine  Central      

76% 
79 

?  2,835 
12  002 

Pennsylvania 

Yazoo  and  Mississippi  Valley 

69 
86 

4,111 
5. no 

Erie 

Alissouri   Kansas   and  Texas 

72 
76 

2,591 
4,i4« 

Chicago  and  Great  Western 

Northern  Pacific 

60 
64 

5.355 
8,571 

Union  Pacific • 

The  foregoing  figures  show  that  in  important  cases  the 
road  which  has  the  lower  operating  ratio  does  not  have  the 
higher  net  earnings.  Also,  that  there  is  no  direct  relation  be- 
tween the  amount  of  the  operating  ratio  and  the  amount  of  net 
earnings.  Thus  the  Union  Pacific  railway,  the  oi)erating  ratio 
of  which  is  4  points  above  that  of  the  Northern  Pacific,  had 
net  earnings  per  mile  of  road  considerably  greater;  while  the 
Pennsylvania  Railroad,  with  an  operating  ratio  only  15  points 
over  that  of  the  Union  Pacific,  had  a  net  revenue  40%  greater. 

But  many  cases  can  be  found  in  which  the  operating  ratio 
does  supply  an  index  of  operating  efiiciency,  and  it  will  be 
found  that  this  is  generally  true  when  comparing  roads  of  the 
same  general  class.  We  may,  therefore,  draw  the  final  con- 
clusion that  within  a  given  class  of  railways  the  operating 
latio  supplies  a  crude  index  which  has  considerable  value,  but 
that  it  is  liable  to  abuse  and  requires  supplementary  statistics 
ior  its  interpretation. 
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Eleven  Chief  Statistical  Units. — In  order  that  one  may 
have  a  background  for  dealing  with  raihvay  statistics,  it  is 
highly  desirable  that  one  should  have  in  mind  at  least  a  few 
typical  figures.  Without  this  one  does  not  know  an  important 
figure  when  he  sees  it.  One  reads  that  the  average  density  of 
trafiic  is  1,000,000  ton-miles  or  that  the  average  carload  is  24 
tons,  and  although  both  figures  are  of  great  importance  they 
mean  nothing  unless  one  has  in  mind  some  typical  figure. 

Accordingly,  there  is  presented  next  a  table  which  shows 
typical  figures  covering  eleven  important  statistical  units. 

Important  Averages  in  the  Railway  Statistics  of  the 
United  States 

1917  1922 

1.  Ton-miles   (net)   per  mile  of  line 1,698,000  1,431,000 

2.  Tons  revenue   freight  per  train 597  677 

3.  Tons  revenue  freight  (net)  per  loaded  car.  24.7  26.9 

4.  Revenue  passengers  per  train 65  66 

5.  Percentage  of  loaded  car  mileage 70%  67% 

6.  Average  miles  per  car  per  day 26.1  23.5 

7.  Average   revenue   per   ton-mile -7150  1.176c 

8.  Average  revenue  per  passenger-mile 2.09c  3.028c 

9.  Operating    ratio 70.4%  79  3% 

10.  Net  operating  revenue  per  mile  of  road..         $5,095  $4,938 

11.  Capitalization  per  mile  of  road $66,696  $67,170 

(1919) 

In  addition  to  the  foregoing  it  may  be  well  to  keep  in  mind 
that  for  many  years  approximately  70%  of  the  earnings  of 
the  railways  of  the  United  States  have  on  the  average  come 
from  the  freight  service. 

Comparison  of  Two  Roads. — In  order  to  make  these  figures 
mean  more  and  to  illustrate  their  application,  it  will  be  of  in- 
terest to  make  a  comparison  between  two  different  roads,  and 
for  that  purpose  we  shall  take  the  Baltimore  and  Ohio  and  the 
Erie,  comparing  the  results  obtained  by  their  managements 
during  the  year  191 7.  The  following  table  shows  several 
interesting  points  with  regard  to  railway  statistics. 
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Comparisons  of  Operating  and  Traffic   Statistics 
Baltimore  and  Ohio  and  Erie  Railways 

Per  Mile  of  Road  :                              Baltimore  and  Ohio  Erie 

Net     revenue $6,476  $5, no 

Operating    Expense $21,809              ■  $30,575 

Capitalization $82,000  $84,000 

Traffic  Density  : 

Ton-miles  per  mile 3,633,000  4.381.000 

Freight-train-miles  per  mile 4.586  5.573 

Per  Ton  : 

Revenue  per  ton-mile $.00596  $.00617 

Average  haul 196  208 

Per  cent  originating  on  road 40%  32% 

Per  Train-Mile: 

Net  revenue $0.78  $0.53 

Operating     expense $2.63  $314 

Revenue  tons  per  train "JTJ  77^ 

Loaded  cars 27  31 

Empty  cars 1 1 .6  12.2 

Per  Locomotive-Mile  : 

Freight-train-miles     per     locomotive- 
mile .78  .85 

Ton-miles    per    average    locomotive- 
tractive-power  432,000  224,000 

Per  Car-Mile: 

Average  revenue  tons  per  car 30  25 

Per   cent   loaded   car-miles 6g%  72% 

Car-miles  per  car   day    (1921) 22  32 

Operating  Ratio 77%  86% 


At  a  glance  one  notices  that  the  net  revenue  per  mile  of 
road  of  the  Baltimore  and  Ohio  \vas  greater  than  that  of  the 
Erie  by  over  $1,000.  This  is  quite  consistent  with  the  fact 
that  the  Erie  had  a  much  greater  operating  expense  per  mile 
together  with  a  higher  operating  ratio.  The  Erie's  situation 
was  relatively  worse  because  of  its  greater  capitalization  per 
mile  of  road. 

But  as  one  looks  down  the  columns  it  is  noted  that  the 
important  figures  showing  traffic  density  seem  to  indicate  that 
the  Erie  had  a  considerable  advantage  over  the  Baltimore  and 
Ohio.  Both  roads  had  fairly  dense  freight  traffic,  but  the 
Erie's  figure  was  over   700,000  ton-miles   greater  than   that 
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of  the  Baltimore  and  Ohio,  and  its  train-miles  per  mile  of  line 
also  made  a  more  favorable  showing.  Other  points  which 
were  possibly  in  the  Erie's  favor  were  its  higher  revenue 
per  ton-mile,  its  longer  average  haul,  and  its  higher  percentage 
of  loaded  car-miles.  It  also  made  a  greater  freight  train 
mileage  per  locomotive-mile,  indicating  that  it  required  a 
smaller  quantity  of  helper  and  pusher  locomotive  service. 
How,  then,  can  it  be  that  the  Erie  made  a  less  favorable  show- 
ing as  to  its  net  revenue? 

The  answer  is  to  be  found  in  two  points :  first,  in  its 
smaller  carload  with  the  resulting  smaller  trainload ;  and  second, 
its  greater  operating  expense  per  train-mile  which  -an  exami- 
nation of  other  statistics  shows  to  have  been  due  to  heavier 
repair  bills  for  locomotives  and  cars,  and  higher  fuel  cost. 

The  most  interesting  of  these  points  is  the  difference  made 
by  the  smaller  number  of  tons  per  car,  the  Erie  only  having 
25  as  against  the  Baltimore  and  Ohio's  30.  The  Erie  actually 
had  a  higher  average  number  of  "loaded  cars"  per  train  than 
did  the  Baltimore  and  Ohio ;  yet  because  its  cars  did  not  con- 
tain so  much  freight,  the  average  trainload  was  somewhat  less 
than  that  of  the  Baltimore  and  Ohio.  Not  only  this,  but  the 
smaller  carloads  meant  a  larger  proportion  of  tare  or  dead 
weight,  and  a  greater  expense  per  unit  of  revenue,  which  was 
reflected  in  the  higher  operating  ratio.  The  Erie  made  more 
ton-miles  and  train-miles  per  mile  of  road,  but  it  made  this 
showing  by  hauling  an  unnecessarily  large  number  of  cars  and 
trains. 

Perhaps  because  its  equipment  had  been  allowed  to  get  into 
bad  shape,  its  repairs  were  relatively  great,  and  whatever  the 
reason,  its  cost  of  fuel  for  locomotives  was  higher  in  propor- 
tion to  performance  than  that  of  the  Baltimore  and  Ohio. 
Consequently,  its  net  revenue  per  train-mile  was  only  53  cents 
as  against  78  cents  for  the  Baltimore  and  Ohio. 
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While  the  Baltimore  and  Ohio  got  a  smaller  number  of 
car-miles  per  car-day,  it  had  so  much  larger  carloads  that  it 
made  the  better  showing. 


Commodity  Statistics. — In  discussing  ton-mile  statistics  the 
importance  of  considering  the  kind  of  commodity  in  the  ton 


Commodity 

Revenue  Freight  Originating  on 
Respondent's  Road 

Number  of  Tons  (2,000  lbs.) 

111,782,598 

Wheat                                       

24,802,796 

19,275.378 

10,695,121 

9,000,627 

Oats                                         

7,646,848 

5,722,058 

5,245,341 

Other  fresh  fruits  (than  citrus) 

5.063.954 

26,234.896 

9.571.435 

Hogs 

5,795.062 

532,398,943 

287,235,288 

102,677,414 

52,739,885 

48,823,014 

15.437.961 

9.677.41S 

Crude  petroleum 

S. 935. 997 

89,071,085 

Lumber,  timber,  box  shooks,  staves  and  headings. . . 
Logs,  posts,  poles  and  cord  wood 

43.512,27s 
35.633.637 

Manufactures  AND  Miscellaneous:  Total 

Refined  petroleum  and  its  products 

Bar  and  sheet  iron,  structural  iron,  and  iron  pipe. .  . 
Cement 

220,445,310 
30,863.324 
22,168,863 
18,454.450 
IS.606,849 

9.991.387 

7,535.197 

6.817.946 

Ice    

S. 208.853 

5,192,614 

5.001,438 

MERCHA>fDiSE — All  L.C.L.  freight 

43.176.746 

Grand  Total — Carload  and  L.C.L.  traffic 

1.023.109,578 

Fig.  5. — Summary  of  Freight  Commodity  Statistics  of  Class  I  Roads  for  the 
Year  ended  December  31,  1922,  showing  Chief  Commodities  Hauled 
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was  mentioned.  Commodity  statistics  are  very  necessary. 
Fortunately  the  Commission  compiles  them  quarterly  in  some 
detail.  From  this  source  comes  the  table  in  Fig.  5,  showing 
the  most  important  items  in  railway  tonnage. 

Mines  furnish  the  largest  tonnage,  with  bituminous  coal 
leading.  Few  persons  realize  how  large  a  tonnage  consists  of 
anthracite  coal  and  petroleum  products. 

Probably  no  uninformed  person  could  answer  correctly  the 
question,  What  commodities  yield  to  the  railways  the  highest 
and  the  lowest  revenue  per  ton  ?  The  average  revenue  per  ton 
in  1922  is  shown  for  10  commodities  in  the  following  table 
based  on  1922  tonnage  at  1923  rates: 

High  Revenue  Commodities  Low  Revenue  Commodities 

Poultry    $3474  Logs  and  posts  $0.96 

Citrus   fruit    31.20  Clay,  gravel  and  sand  1.03 

Automobiles    25.27  Ice    1.13 

Eggs    24.49  Iron  ore   1.33 

Non-citrus  fruit  23.49  Other  ores  and  concentrates  .    1.83 

It  is  obvious  that  the  commodities  which  yield  the  lowest 
revenue  per  ton  are  among  those  which  move  in  the  largest 
volume,  and  vice  versa. 

The  average  revenue  per  ton  was  $3.67  for.  carload  freight 
and  %7.22,  for  less-than-carload  freight.  Wheat  averaged 
$4.82  per  ton. 

Seasonal  Variation  and  Normal  Growth  in  Railway 
Freight  Traffic. — One  of  the  most  important  requirements  for 
the  correct  handling  and  interpretation  of  railway  statistics  is 
due  allowance  for  the  usual  seasonal  variation  that  is  found 
in  railway  traffic  and  earnings.  It  is  also  important  in  some 
cases  to  make  allowance  for  the  normal  growth  in  traffic. 

The  author  has  determined  that  normally  railway  tonnage 
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varies  from  month  to  month  each  year  in  approximately  the 
ratios  shown  in  Fig.  6. 
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Fig.  6. — Normal  Seasonal  Variation  in  Railway  Tonnage 
(Monthly  average  of  year  =  ioo) 

The  outstanding  facts  are  that  the  traffic  usually  reaches  a 
peak  in  October  and  falls  to  its  minimum  in  the  short  month 
of  February,  with  an  irregular  ascent  and  descent  between  the 
two  months.  This  is  chiefly  attributable  to  the  large  volume 
of  grain  and  coal  in  the  autumn  months. 

Car  Loadings  as  Index  of  Traffic. — The  most  readily  avail- 
able index  of  railway  traffic  is  the  number  of  cars  loaded, 
which  is  ascertained  weekly  by  the  American  Railway  Asso- 
ciation. How  closely  this  figure  corresponds  to  the  usual 
variation  in  tonnage  appears  in  the  graph  in  Fig.  7,  showing 
total  weekly  carloadings  and  the  number  of  cars  short  of  re- 
quirements, surplus  cars,  and  bad-order  cars  for  three  years. 

The  only  difference  between  the  trend  of  cars  loaded  and 
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Fig.  ~. — Shortage,  Surplus,  Bad-Order,  and  Total  Loadings  of 
Freight-Cars 


the  tonnage  lies  in  the  varying  number  of  tons  per  car.  The 
size  of  the  carload  varies  from  month  to  month  and  from 
year  to  year,  as  appears  in  the  following  table,  which  shows  a 
range  of  from  25  tons  to  31.2  tons: 
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Month 


1919 


1920 


1921 


1922 


Jan. 

Feb. 

Mar. 

Apr. 

May 

June 

July 

Aug. 

Sept. 

Oct.. 

Nov. 

Dec. 


29.0 

277 
27.6 

27-3 
27.6 

27-5 
27.8 
28.0 
28.3 
28.0 
26.2 
27.7 


28.3 
28.3 
28.1 
28.3 
28.2 
28.8 

295 
29.8 
30.0 
29.9 

30.5 
312 


30.2 
28.4 
27.2 
26.9 

27-7 
27.6 

27-5 
27.4 
27.1 

27-3 
27.2 
26.8 


27.6 
28.3 
27.7 
24.4 
25.0 

254 
25.0 
26.3 

273 
27.7 
28.2 
28.6 


By  taking  the  product  of  cars  loaded  and  tons  per  car,  a 
close  approximation  to  total  tons  hauled  may  be  secured  month 
by  month.  This  figure  can  then  be  "corrected"  for  seasonal 
variation  by  reducing  it  to  the  form  of  an  index  number  arwi 
taking  the  ratio  between  it  and  the  normal  seasonal  index. 


Estimating  Annual  Rate  of  Earnings. — One  of  the  appli- 
cations of  the  idea  of  seasonal  variation  is  in  estimating  the 
annual  rate  of  net  earnings  from  the  returns  of  a  single  month. 
If  5.4%  of  the  railway's  annual  earnings  usually  are  made  in 
February,  and  the  actual  February  earnings  are  $540,000.  then 
the  earnings  are  at  an  annual  rate  of  $10,000,000.  The  per 
cent  on  investment  can  then  readily  be  computed.  The  normal 
monthly  percentages  that  the  net  earnings  of  each  month  bear 
to  the  whole  year,  as  determined  by  the  Bureau  of  Railway 
Economics,  are : 


Jan. 
Feb. 
Mar. 
Apr. 
May 
June 


•57% 

•54 

75 

.67 

74 

.8.4 


July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 


..8.9% 
,10.4 
.10.8 
,11.2 

•  94 
..8.2 
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Estimating  Normal  Growth  of  Traffic. — The  rate  at  which 
raihvav  tonnage  has  grown  ckiring  a  series  of  years  gives  us 
the  basis  for  estimating  normal  growth.     The  facts  are  shown 
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Fig.  8. — Chart  Showing  Upward  Trend  of  Traffic  since  1890 

(The  ton-mile  curve  is  taken  from  a  graph  prepared  by  the  Bureau  of  Statistics  of  the 
Interstate  Commerce  Commission.) 


in  the  graph  in  Fig.  8,  which  shows  at  a  glance  that  there  has 
been  a  fairly  regular  upward  trend  both  in  tons  and  in  ton- 
miles. 

Whether  the  trend  of  normal  growth  is  best  indicated  by 
a  straight  line  or  by  a  curve  as  shown  in  the  graph,  is  not 
clear.  In  general  it  may  be  said  that  total  tonnage  has  grown 
at  an  average  rate  of  about  59,000,000  per  year,  and  that  ton- 
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miles  have  increased  at  the  rate  of  about  9,375,000,000  per 
year.  The  growth  in  tons  has  been  less  rapid  than  that  in  ton- 
miles,  which  reflects  the  fact  that  down  to  1922  the  average 
haul  increased  in  length.  This  may  be  due  partly  to  a  loss  of 
short-haul  business  to  motor  trucks  and  partly  to  a  larger 
proportion  of  eastbound  transcontinental  traffic.  In  the 
future  it  is  not  unlikely  that  the  rate  of  normal  growth  will  be 
somewhat  less  rapid.  The  upward  trend  during  the  last  ten 
or  twelve  years  has  not  been  so  sharp  as  it  was  on  the  average 
from  1890  to  1 91 4,  and  traffic  will  have  to  increase  greatly 
if  it  is  to  come  up  to  the  old  line  of  normal  growth.  This 
whole  question  is  of  importance  in  forecasting  traffic. 


Traffic  as  Related  to  Production. — How  closely  railway 
tonnage  is  related  to  the  total  volume  of  production  is  shown 
in  the  graph  in  Fig.  9,  which  compares  an  index  number  of 
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Fig.  9. — Railway  Tonnage  and  Production  in  Industry- 
Railway  tonnage  and  basic  industries  production  corrected   for  seasonal  variation. 

railway  tonnage  from  which  seasonal  variation  has  been  elim- 
inated, with  indices  of  production  in  basic  industries  and  in 
manufactures  prepared  by  the  Federal  Reserve  Board. 


CHAPTER  V 

RAILWAY  ACCOUNTS,  REVENUE,  AND  EXPENSES 

Importance  of  Railroad  Accounts. — It  is  impossible  to  get 
at  the  vitals  of  any  business  without  some  knowledge  of  its 
accounting  methods  and  of  its  chief  sources  of  income  and 
expense  which  the  accounts  show.  A  short  discussion  of  rail- 
way accounts  is,  therefore,  of  interest  and  importance.  It  will 
give  a  better  knowledge  of  the  railway  business  and  its  various 
phases;  it  will  be  of  practical  value  to  the  investor  in  railway 
securities  and  to  students  of  railway  statistics;  and  it  will  both 
throw  light  on  the  trend  of  some  special  problems  of  public 
utility  accounting  and  show  how  important  accounting  control 
is  in  connection  with  the  regulation  of  railway  rates  and  in 
protecting  railway  credit. 

Railroad  Accounting  System. — We  will  not  go  into  the 
history  of  the  steps  by  which  the  Interstate  Commerce  Com- 
mission came  to  exercise  greater  and  greater  control  over 
railway  accounting.  Suffice  it  to  say,  that  since  1907  the  rail- 
ways have  been  required  to  keep  their  accounts  according  to  a 
system  drawn  up  by  the  Interstate  Commerce  Commission 
after  much  conference  with  the  accounting  officers  of  the  car- 
riers. The  accounts  must  be  uniform  and  no  books  are 
allowed  except  those  approved  by  the  Commission.  In  19 14 
the  Commission  put  out  a  revised  classification  of  accounts  and 
greatly  strengthened  its  control  over  accounting  matters. 

The  main  headings  of  the  Commission's  accounting  system 
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for  railways  are  shown  in  the  following  outline,  together  with 
the  approximate  average  percentages  which  the  several  items 
form  of  their  respective  totals.  The  outline  will  give  the  reader 
a  bird's-eye  view  of  the  whole  system,  showing  how  the  various 
items  of  revenue  and  expense  are  brought  together  in  the 
income  account,  how  the  income  account  leads  up  to  a  gain 
or  loss,  which  in  turn  is  transferred  to  the  profit  and  loss 
account,  and  how  the  surplus  or  deficit  shown  by  the  profit  and 
loss  account  is  finally  transferred  to  the  balance  sheet  which 
shows  the  assets  and  liabilities  at  the  time  when  it  is  drawn  up. 

Revenue  and  Expense 


Operating  Expense   Approximate 
%  of  Total 

Maintenance : 

Way  and  Structures  ir.o 

Equipment    26.0 

Traffic    2.3 

Transportation : 

Rail   Line   50.0 

Water  Line 3 

Miscellaneous  Operations    1.2 

General  Expense   3.5 

Total    100.3 

Deduct — Transportation     for 
Investment  *   -.3 


Total   loo.o 


Operating  Revenue   Approximate 
%  of  Total 
Transportation : 
Rail  Line : 

Freight    70.0 

Passenger   20.0 

Express   2.7 

Mail   1.6 

Other     2.9 

Total 97.2 

Water  Line: 

Freight    3 

Passenger 04 

Other 01 

Total    : 35 

Incidental : 

Demurrage 5 

Dining  and  Buffet 5 

Other    1.5 

Total    2.5 

Joint    Facility : 

Debits    -.03 

Credits    14 

Total    13 

Total  Operating  Revenue  . . .  roo.oo 


Transportation    of    company    freight    chargeable    to    capital    account. 
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Income  Account 


+   Railway  Operating   Revenue    (as  above) 

-  Railway  Operating  Expense    (as  above) 

Net  Railway  Operating  Revenue 

-  Taxes   (Railway  Tax  Accruals) 

-  Uncollectable  Railway  Revenues 


Railway  Operating  Income 
+  Miscellaneous  Operating  Income 


Total  Operating  Income 
+  Non-operating  Income  (hire  of  freight  cars,  rents,  profit  on  separately 
operated  properties,  dividend  income,  etc.) 

Gross  Income 
-    Deductions  from  Gross  Income  -(rents  and  interest  paid,  loss  on  sep- 
arately    operated     properties,     income 
transferred   to  other  companies,  etc.) 


Net  Income 

Disposition  of  Net  Income  (appropriations  for  reserve  funds,  dividends 
etc.) 


Balance  transferred  to  Profit  and  Loss 

Profit  and  Loss  Account 


Debits  Credits 

Debit      Balance      (beginning      of  Credit     Balance      (beginning     of 

period)  period) 

Balance     from     Income     Account  Balance     from     Income     Account 

(if  a  deficit)  (if  a  surplus) 

Appropriations   of    Surplus    (divi-  Profit    on    Road    and    Equipment 

dends,    investments    in    physical  Sold 

property,  etc.)  Delayed  Income  Credits 

Loss  on  Retired  Road  and  Equip-  Unre  fundable  Overcharges 

ment  Donations 

Delayed  Income  Debits  Miscellaneous 
Miscellaneous  Debits 

Total  Total 


Balance  carried  to  Balance  Sheet 
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Balance  Sheet   (Condensed) 


Assets  Approximate 

%  of  Total 
Investments  : 

Road  and  Equipment   65.0 

Sinking  Funds     o.i 

Investments      in      Affiliated 

Companies    16.5 

(Other  items  5.4) 

Total    87 

Current  Assets  : 

Cash     5 

Special  Deposits 25 

Alatenals  and   Supplies    ...     .03 
Miscellaneous  Accounts 

Receivable      2.6 

(Other  items 62) 

Total    4.0 

Deferred  Assets  :   7.4 

(Working    fund    advances, 
etc.) 
Unadjusted  Debits: 

Discount  on  Capital  Stock 
Discount  on  Funded  Debt 
Other  Unadjusted  Debits  ..1.3 

Total    1.6 


Total  Assets    100 


Liabilities  Approximate 

%  of  Total 
Stock  : 

Capital   Stock    

Premium  on  Capital  Stock 

Total     31.0 

Grants    in    Aid    of    Con- 
struction      02 

Long-Term   Debt  : 
Funded  Debt  Unmatured  .38.8 

Receiver's  Certificates 075 

Non-Negotiable     Debt     to 
Affiliated    Companies    . .     .1 

Total    40.0 

Current  Liabilities  : 
Loans  and  Bills  Payable  . .   1.7 
Interest    Matured    Unpaid.. 
Funded  Debt  Matured  Un- 
paid     

Dividend  Matured  Uni)aid, 

etc 

Total    4.2 

Deferred  Liabilities   7.8 

Unadjusted  Credits  : 

Premium  on  Funded  Debt 

Operating  Reserves   

Accrued  Depreciation   ....  3.6 
Other   Unadjusted   Credits  1.6 

Total    53 

Corporate  Surplus  (re- 
serves, profit  and  loss  bal- 
ance, etc.)    1 1.7 

Total  Lla.bilities  . .  100 


Operating  Expense — Maintenance. — At  least  five  main 
divisions  of  the  Commission's  accounting  system  may  be  dis- 
tinguished, which  will  be  discussed  in  the  following  order: 
operating     expense,     operating     revenue,     income     account. 


78  ORGANIZATION  AND  FUNCTIONS  [Pt.  I 

profit  and  loss  account,  investment  in  road  and  equipment  (in 
the  balance  sheet). 

Under  the  heading  of  "operating  expense,"  it  is  probably 
safe  to  say  that  the  chief  problems  have  concerned  the  item  of 
"maintenance"  which  covers  repairs,  depreciation,  and  re- 
placements of  railway  property.  Often  expenditures  under 
these  heads  do  not  have  to  be  made  at  any  particular 
time  but  may  be  hastened  or  postponed.  Consequently  the 
amount  expended  during  any  given  period  is  more  or  less 
optional  and  a  matter  of  policy.  Moreover,  maintenance  ex- 
penditures may  be  more  than  sufficient  to  maintain  the  value 
of  assets  and  may  result  in  the  building  up  of  a  surplus  reserve 
in  the  property. 

Depreciation. — Two  great  improvements  in  maintenance 
accounting  have  been  made  by  the  Interstate  Commerce  Com- 
mission. The  first  of  these  concerns  "depreciation."  For- 
merly the  railways  generally  kept  only  two  accounts — "repairs" 
and  "replacements  and  renewals."  Thus,  no  clear-cut  allow- 
ance was  made  for  mere  depreciation,  which  is  the  cost  of 
wear  and  tear  of  plant  and  equipment;  and  the  expenditures 
for  replacements  made  might  be  more  or  less  than  what  would 
be  required  to  cover  such  wear  and  tear.  This  resulted  in  a 
confusion  of  capital  and  income,  and,  on  the  one  hand,  in- 
vestors were  often  injured  by  charging  the  additions  to  capital; 
while,  on  the  other  hand,  the  public  was  injured  through  a 
showing  of  incorrect  expenses  by  padding  costs  with  "addi- 
tions and  betterments"  that  should  have  been  charged  to 
capital  account,  the  practice  resulting  in  higher  rates. 

The  Commission,  however,  has  not  yet  prescribed  the  rates 
of  depreciation  which  may  be  charged  on  different  classes  of 
railway  property  and  considerable  latitude  accordingly  exists 
in  the  amount  of  depreciation  charged.     In  retiring  old  equip- 


Ch.  5]  RAILWAY  ACCOUNTS  79 

ment,  also,  the  railways  can  exercise  their  own  judgment  and 
by  early  retirement  or  prolonged  use  they  can,  to  some  extent, 
determine  the  life  of  their  equipment  and  thus  affect  depre- 
ciation charges. 

"Joint  Facility"  Accounts — The  second  great  improvement 
which  affects  maintenance  accounts  lies  in  the  handling  of 
"joint  facility"  accounts.  When  two  or  more  railways  use  the 
same  terminal  or  track,  the  original  charge  for  maintenance 
of  such  terminal  or  track  is  made  in  the  books  of  the  company 
which  owns  or  is  responsible  for  the  property.  The  other  road 
or  roads  are  charged  for  the  use  of  the  property,  and  the  pay- 
ment received  by  the  owner  road  is  carried  to  its  "joint  facil- 
ity" account  as  a  credit.  The  road  or  roads  which  make  the 
payment  debit  their  joint  facilities  accounts.  Thus,  a  correct 
statement  of  the  total  operating  expenses  of  all  railways  is 
preserved,  while  formerly  there  was  often  a  duplication  from 
adding  together  the  maintenance  expense  of  the  owning  road 
and  the  rental  expense  of  the  road  hiring  the  use  of  the 
property. 

In  this  connection,  it  is  of  some  practical  importance  to 
note  that  the  maintenance-of -equipment  expenses  of  any  rail- 
way may  be  affected  by  the  prevailing  practice  of  hiring  equip- 
ment. On  cars  of  some  "foreign"  road  which  are  used  by  a 
railway,  rental  is  paid  which  is  probably  enough  to  cover 
ordinary  repairs,  as  well  as  interest  and  depreciation.  Never- 
theless, the  actual  expenditure  for  ordinary  repairs  is  made  by 
the  owner  of  the  car  and  the  rent  paid  by  the  user  cannot  be 
credited  to  the  car  repairs  account.  It  follows  that  the  road 
using  much  foreign  equipment  ordinarily  has  a  relatively  lower 
car  repair  expense  item  than  one  which  more  nearly  supplies 
all  its  own  equipment.  This  point  should  be  considered  in 
any  comparison  of  the  maintenance-of-equipment  expenses  of 
various  roads. 
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Other  Classes  of  Expense— Average  maintenance  expense 
constitutes  over  40%    of   the   total   operating   expenses,   and 
average  transportation  expense  over  50%,  as  reported  in  the 
Interstate  Commerce  Commission's  Statistics  of  Railways  in 
the    United   States.      Traffic   expenses   on   the   average   only 
amount  to  about  2.5%  of  the  total.     It  must  be  remembered, 
however,  that  there  is  no  clear  line  of  demarcation  between 
these  various  groups.     For  example,  when  materials  for  main- 
taming  its  road  or  for  repairing  its  equipment  are  hauled  by 
a  given  carrier,  a  large  part  of  the  expense  of  the  haul  is  not 
distributed   between   maintenance   and  transportation,   and   is 
mostly  charged  to  "transportation-rail  line."     Similarly,  the 
expense  of  hauling  fuel  for  developing  power  in  a  shop  used 
to  repair  equipment  does  not  appear  to  be  charged  against  the 
shop.     Of  course,  the  general  expenses   (about  3.5%  of  the 
total)  are  incurred  for  the  operation  of  the  railway,  and  since 
they  are  not  distributed,  the  true  totals  for  the  three  depart- 
ments, maintenance,  transportation,  and  traffic,  are  not  com- 
pletely worked  out. 

Gross  Operating  Revenue— We  come  next  to  the  operat- 
ing revenue  account,  which  embraces  all  earnings  from  the 
movement  of  freight  and  passengers,  and  from  transporta- 
tion service  related  to  such  movement.  It  includes  not  only 
actual  current  receipts  but  also  accruals,  that  is,  items  due  but 
not  received  during  the  period  covered  by  the  account.  Con- 
cerning operating  revenue  in  general,  we  will  merely  state  that 
"absorbed  expenses,"^  such  as  bridge  and  ferry  arbitraries  and 
switching  and  terminal  service  charges,  are  deducted  directly 
from  revenue.  When  an  originating  carrier  quotes  a  rate 
which  covers  delivery  by  some  connecting  carrier,  it  "absorbs" 
the  charge  of  that  connecting  carrier  and  deducts  it  from  its 
gross  revenue. 

^  See  below,  page  488. 
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Over  97%  of  the  revenues  of  the  average  American  rail- 
way come  from  "transportation-rail  hne,"  and  over  90% 
come  from  the  transportation  of  freight  and  passengers. 
Other  items,  roughly  in  the  order  of  their  importance,  are 
express,  mail,  switching,  milk,  excess  baggage,  sleeping-cars, 
etc.  "Transportation-water  line"  on  the  average  brings  in  less 
than  1%  of  the  total  operating  revenues  of  railways.  This 
item  only  includes  boat  lines  which  might  be  operated  separ- 
ately; that  is,  it  does  not  include  ferries,  car  floats,  etc., 
necessarily  operated  in  connection  with  track  terminals. 

"Incidental"  operating  revenue  which  comes  from  the 
operation  of  dining-room,  storage  facilities,  stockyards,  etc., 
and  from  demurrage  charges  collected,  is  only  about  2.5%  of 
the  total  operating  revenue.  Under  this  head  there  is  included 
an  item  called  "rents  of  buildings  and  other  property,"  which 
illustrates  the  difficulty  of  classifying  railway  operations. 
Really  this  item  represents  "income"  rather  than  earnings 
from  operation,  but  it  is  practically  impossible  to  distinguish 
the  payment  for  such  service  charges  as  heat,  light,  and 
power  from  the  pure  rent  item. 

Net  Operating  Income. — When  operating  expenses  are 
deducted  from  operating  revenues,  the  net  operating  revenue 
which  remains  is  the  main  part  of  the  "income  account."  The 
railway's  income  account  is  a  statement  of  debits  and  credits 
arising  from  all  its  business  transactions  during  a  given  period, 
including  both  operating  and  non-operating  accounts.  The 
income  account  is,  therefore,  not  confined  to  operation,  for 
its  purpose  is  to  show  the  net  income  from  all  sources. 

In  the  first  place,  from  the  net  operating  revenue  there  is 
deducted  an  item  called  "tax  accruals."  This  item  is  not 
treated  as  a  part  of  fixed  charges  along  with  interest  and  rent, 
but  is  more  closely  associated  with  operation.  On  the  other 
hand,  neither  the  owners  nor  the  operators  are  responsible  for 
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their  tax  bill  and  consequently  it  is  shown  as  a  separate  item. 
The  balance,  after  deducting  tax  accruals  from  net  operating 
revenue,  is  called  "railway  operating  income." 

Non-Operating  Income. — To  the  total  operating  income 
we  must  add  the  non-operating  income  to  arrive  at  "gross 
income"  from  all  sources.  The  non-operating  income  consists 
chiefly  of  rentals,  dividends  received,  and  payment  for  the  use 
of  equipment.  The  item  of  "dividend  income"  and  also  "in- 
come from  funded  securities"  are  among  the  most  important 
ones  under  the  heading  of  non-operating  income.  Many  rail- 
ways are  holding  companies  having  as  important  and  perhaps 
their  main  assets  the  securities  of  other  companies.  Their 
relations  with  their  subsidiaries  may  be  vital,  and  in  some 
cases  the  net  income  of  the  group  must  be  considered  to  get  a 
true  picture  of  the  situation.  It  may  be  that  dividend  income 
is  a  large  part  of  the  total  income  as  in  the  case  of  the  Union 
Pacific,  which  in  one  year  had  a  dividend  income  amounting 
to  over  $11,000,000,  against  net  operating  revenue  of  $31,- 
000,000. 

One  point  to  consider  in  examining  a  railway  company  is 
whether  income  from  dividends  or  funded  securities  is  being 
credited  without  being  actually  earned.  For  example,  it  ap- 
pears that  the  Denver  and  Rio  Grande  has  owned  a  large 
amount  of  the  second  mortgage  bonds  of  the  Western  Pacific 
and  that  it  once  credited  a  large  item  of  accrued  interest  on 
its  bonds  as  income.  The  interest  on  the  bonds,  however,  was 
not  actually  paid  and  had  to  be  carried  as  a  "deferred  asset." 
This  is  a  dangerous  practice  and  may  result  in  financial  em- 
barrassment if  the  income  is  not  paid. 

Income  from  separately  operated  properties  is  another  item 
of  non-operating  income  and  requires  watching,  largely 
because  there  seems  to  be  no  sufficiently  clear  provision  for 
handling  deficits  of  separately  operated  subsidiaries.     An  im- 
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portant  subsidiary  of  the  Illinois  Central  is  the  Yazoo  and 
Mississippi  Valley,  which  subsidiary  sometimes  shows  a  deficit. 
The  controlling  company,  however,  unless  there  is  some  defi- 
nite arrangement,  is  not  required  to  carry  such  a  deficit  to  its 
books  and  apparently  may  show  it  under  the  heading  of    mis- 
cellaneous income  charges."     Sometimes,  there  is  an  agree- 
ment or  contract  between  two  companies,  providing  that  one 
shall  be  responsible  for  the  deficits  of  the  other.     In  this  case, 
the  amount  of  the  deficit  is  treated  as  a  "deduction  from  gross 
income"  and  is  entered  by  the  responsible  company  under  the 
head   of   "separately   operated   companies— loss."      The    item 
should  then  be  carried  by  the  company  which   receives  the 
guaranty  as  "contributions  from  other  companies"  which  is  an 
item  of  non-operating  income. 

Finally,  from  gross  income  certain  "deductions  are  made 
to  cover  rents  and  interest  paid  and  losses.  These  are  purely 
financial  matters,  not  connected  in  any  direct  way  with  the 
operation  of  the  railway  proper.  It  is  to  be  noted  especially 
that  rents  paid,  like  interest  paid  on  bonds,  are  not  treated  as 
operating  items  but  as  items  pertaining  to  property  which  does 
not  bear  the  risks  of  operation. 

Before  transferring  the  balance  of  the  income  account  to 
profit  and  loss,  part  of  the  net  income  must  be  disposed  of  m 
various  ways,  such  as  payment  of  dividends,  or  application  to 
sinking  funds  or  other  reserve  funds.  Such  dispositions  are 
those  normally  required  to  maintain  the  credit  of  a  company 
and  keep  its  property  intact. 

Profit  and  Loss  Account— This  brings  us  to  the  profit 
and  loss  account,  which  is  a  statement  of  debits  and  credits 
designed  to  show  the  surplus  or  deficit  of  the  company  as 
affected  not  only  by  the  income  of  a  given  period  but  also  by 
accounting  adjustments  not  attributable  to  the  period.  More- 
over  the  profit  and  loss  account  embraces  any  dispositions  of 
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net  profits  which  are  optional  and  a  matter  of  poHcy,  and 
miscellaneous  gains  and  losses  not  provided  for  elsewhere. 

Probably  the  items  which  most  require  discussion  are  the 
various  appropriations  of  surplus  provided  for  in  the  profit 
and  loss  account.  In  the  first  place,  we  note  that  a  railway 
may  pay  dividends  or  extinguish  discount  on  its  securities  sold, 
either  by  charging  net  income  or  by  charging  profit  and  loss. 
Dividends,  for  example,  might  exhaust  net  income  available 
and  so  make  it  necessary  to  draw  on  the  surplus  shown  in  the 
profit  and  loss  account.  This  is  in  accordance  with  the  dis- 
tinction made  under  the  Interstate  Commerce  Commission's 
system  of  accounting  between  appropriated  surplus  (i.e., 
amounts  set  aside  and  invested  in  physical  property)  and 
profit  and  loss  balance. 

It  has  long  been  the  practice  in  American  railway  finance 
to  put  back  a  part  of  current  net  income  into  the  property  with- 
out directly  capitalizing  such  sums  by  issuing  stocks  or  bonds. 
In  England,  where  conditions  are  more  stable,  it  has  been  cus- 
tomary immediately  to  capitalize  investments  in  physical  pro- 
perty; but  in  America,  where  there  are  greater  fluctuations 
in  the  railway  business,  it  has  been  the  custom  to  appropriate 
surplus  for  making  additions  to  railway  property  without  in- 
creasing the  capital  liabilities.  This  is,  in  a  sense,  the  most 
conservative  policy.  It  creates  a  surplus  in  the  property  which 
may  be  drawn  upon  in  lean  periods.  Thus,  the  Chicago,  Bur- 
lington and  Ouincy  in  1920  asked  permission  from  the  Inter- 
state Commerce  Commission  to  issue  $60,000,000  in  additional 
common  stock  as  a  transfer  of  surplus  to  capital  account. 
Also,  it  asked  to  issue  a  large  amount  of  bonds  to  reimburse 
its  treasury  for  funds  that  had  been  expended  in  additions  and 
betterments.  In  short,  the  company  then  proposed  to  transfer 
from  appropriated  surplus  to  profit  and  loss  balance  and  thus 
to  its  balance  sheet,  large  sums  which  it  had  put  back  into  its 
property  without  capitalizing  them. 
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Clearly,  it  is  highly  important  to  the  investor  and  to  the 
student  of  railway  finance  closely  to  scan  "appropriated  sur- 
plus" for  the  purpose  of  finding  out  the  policy  pursued  by  any 
railway  and  learning  if  any  surplus  has  been  accumulated  in 
the  property  concerned.  Also,  in  the  past,  losses  have  been 
concealed,  since  the  expense  of  acquiring  new  lines  and  of 
reorganizing  has  been  charged  to  this  account — sometimes 
under  the  head  of  "discount  on  securities."  Thus  some  years 
ago,  the  Atchison,  Topeka  and  Santa  Fe  carried  in  its  balance 
sheet  an  item  of  over  $95,000,000  as  "cost  of  road  and  appur- 
tenances" but  of  this  amount  over  40%  covered  discount  on 
bonds,  reorganization  expenses,  etc. 

Balance  Sheet — Investment  in  Road  and  Equipment. 
— This  brings  us  to  the  balance  sheet  and  to  the  account  known 
as  "investment  in  road  and  equipment."  A  railway  balance 
sheet  has  the  form  usual  in  progressive  corporation  account- 
ing. The  chief  problems  arise  from  the  very  large  proportion 
of  fixed  capital  involved  in  investments  in  railways  and  the 
complicated  intercorporate  relations  among  controlling  com- 
panies and  subsidiaries.  These  problems  are  made  more  acute 
by  the  fact  that  railways  are  public  utilities  which  have  to 
operate  continuously  in  order  that  society  may  exist. 

By  far  the  most  important  single  item  among  the  assets 
of  the  balance  sheet  is  investment  in  road  and  equipment — 
about  65%  of  the  total  assets — and  here  the  problem  is  to  have 
reflected  in  the  accounts  the  true  amount  of  capital  invested 
in  the  physical  plant.  No  intangible  items,  such  as  cost  of 
development,  are  included.  Formerly,  the  true  investment 
account  was  not  maintained,  and  it  was  frequently  the  case 
either  that  profits  were  concealed  by  inflating  the  current 
operating  expenses  through  not  charging  property  additions 
and  betterments  to  capital  account,  or  by  a  false  showing  of 
net  revenue  through  capitalizing  expenditures  that  should  have 
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been  charged  to  current  operation.  By  accurate  definition  and 
classification  of  accounts  the  Commission  has  greatly  decreased 
manipulation  and  done  much  to  safeguard  both  the  credit  of 
the  railways  and  the  interests  of  investors.  At  the  same  time 
the  efficiency  of  railway  operations  has  been  increased. 

Additions  and  Betterments — Probably  the  most  important 
step  in  this  direction  came  in  the  handling  of  "additions  and 
betterments."  In  the  first  place,  the  original  construction 
account  has  been  sharply  distinguished  from  additions  and 
betterments.  The  original  construction  account  covers  the 
purchase  of  right-of-way,  the  construction  of  road  bed,  track, 
etc.,  the  purchase  of  locomotives,  cars,  floating  equipment,  etc., 
and  general  expenditures  prior  to  the  transfer  of  the  new  road 
to  open  line  work.  These  general  expenditures  include  organ- 
ization, general  office,  and  legal  expenses,  taxes,  and  interest 
during  the  period  of  construction.  All  the  items  must  be  on 
a  cash  basis,  and  where  stock  and  other  considerations  are 
given  for  property,  they  are  to  be  valued  on  a  current  cash 
basis. 

Additions  and  betterments,  on  the  other  hand,  include  new 
construction  and  extensions  after  the  road  begins  operation. 
Additions  properly  represent  the  cost  of  adding  to  the  quantity 
of  existing  railway  facilities — more  tracks,  more  ties,  more 
cars.  Betterments  represent  the  cost  of  improvements  in  exist- 
ing facilities,  as  by  substituting  heavier  rails  and  steel  tired 
wheels  for  cast  iron.  By  "extensions"  is  meant  the  cost  of 
constructing  or  purchasing  property  used  to  enlarge  the  terri- 
tory served  by  a  railway. 

Renewals. — Having  thus  distinguished  new  construction 
from  the  original  cost,  it  remains  to  work  out  more  completely 
the  difference  between  those  expenses  which  are  merely  re- 
newals and  which  are  therefore  chargeable  to  operation  and 
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those  which  are  properly  additions  or  betterments  and  there- 
fore chargeable  to  capital.  As  already  observed,  this  is  partic- 
ularly difficult  where  there  is  such  an  enormous  and  complex 
mass  of  fixed  capital  as  there  is  in  the  railway  investment 
account. 

When  materials  are  currently  consumed,  as  for  example, 
fuel  and  oil,  they  are  properly  charged  to  expense;  but  when 
not  currently  consumed,  the  question  arises.  Is  the  cost  in- 
curred merely  to  renew  an  item  already  in  the  capital  account, 
or  does  it  add  to  or  better  such  an  item?  The  Interstate  Com- 
merce Commission  rule  provides  for  charging  to  cost  all  ex- 
penditures for  replacing  items  with  others  of  the  same  kind 
as  those  already  in  use,  even  if  they  have  to  be  bought  at  an 
increased  -price.  Such  expenditures  represent  renewals.  If, 
however,  items  of  an  improved  kind  are  purchased,  the  rule 
is  that  "the  cost  chargeable  to  the  accounts  of  this  classification 
is  the  excess  cost  of  new  parts  over  the  cost  at  current  prices 
of  new  parts  of  the  kind  retired."  That  is,  the  difference 
between  the  cost  of  the  old  kind  and  the  new  kind  is  charged 
to  capital  account,  and  part  of  the  expenditure  is  therefore  re- 
newal cost  and  part  additions  and  betterments. 

Occasion  for  Additions  and  Betterments. — Two  questions 
which  come  up  at  this  point  for  consideration  by  the  economist 
concern  the  occasion  for  making  additions  and  betterments. 
Let  us  suppose  that  some  monumental  station  or  luxurious 
passenger  coaches  or  expensive  safety  devices,  none  of  which 
increase  net  earnings,  are  installed  by  a  railway  company,  and 
that  the  installation  is  made  in  response  to  the  compulsion  of 
legislation  or  of  public  opinion.  Here  the  investment  is  in 
excess  of  economic  requirements  and  is  compulsory.  In  such 
cases  there  is  a  strong  argument  for  charging  the  additions 
and  betterments,  in  part  at  least,  as  operating  expenses,  thus 
making  the  public  pay  currently  for  the  satisfaction  of  their 
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extraordinary  demands.  Another  case  concerns  expenditures 
which  merely  serve  to  bring  a  backward  raihvay  up  to  the 
general  competitive  level.  Such  expenditures  might  be  made 
by  some  weak  line  which  had  not  been  able  to  keep  its  track 
and  equipment  up  to  those  of  its  competitors.  It  is  argued 
that  in  this  case  the  expense  should  be  charged  to  revenue,  on 
the  ground  that  the  improvements  made  are  not  additions  and 
betterments  in  a  general  sense  but  are  the  cost  of  making  cur- 
rent operation  effective.  The  best  opinion  seems  to  be  that 
such  expenses  are  really  delayed  construction  or  purchase  of 
equipment.  Clearly,  expenditures  which  increase  the  com- 
petitive efficiency  of  a  line  are  additions  and  betterments  and 
represent  increased  capital. 

Retired  or  Abandoned  Property. — Closely  connected  with 
the  foregoing  subject  is  the  handling  of  property  retired  or 
abandoned  in  cases  which  may  be  called  reconstruction.  If 
any  such  property,  say  a  building  or  a  locomotive,  is  retired 
or  abandoned  without  being  replaced,  it  is  charged  against 
surplus.  It  does  not  represent  any  future  maintenance  expense 
and  must  therefore  be  written  off  the  capital  account.  If, 
however,  the  property  is  replaced,  as  when  30-ton  freight  cars 
are  substituted  for  15-ton  cars  before  the  latter  are  worn  out, 
the  abandoned  property  is  charged  to  operating  expense  and 
credited  to  the  appropriate  account  under  investment.  Pro- 
vision is  made  to  lighten  the  load  when  an  extraordinarily 
large  item,  which  would  unduly  burden  operating  expenses, 
arises. 

Investments  in  Affiliated  Companies. — In  introducing  the 
subject  of  the  balance  sheet  (page  85)  it  was  stated  that  one 
of  the  difficulties  in  the  case  of  railways  is  the  prevalence  of 
complicated  intercorporate  relationships.  Investments  in  the 
stocks  and  bonds  of  affiliated  companies  is  an  important  item 
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(16.5%  of  the  total  assets)  and  is  an  item  which  often  re- 
quires scrutiny.  The  investor  in  railway  securities  needs  to 
inquire  into  the  revenue-producing  power  of  the  properties 
concerned  and  into  the  value  of  traffic  interchanged  with  sub- 
sidiaries and  controlled  lines.  The  book  value  of  the  invest- 
ments may  not  be  justified  by  the  answers  to  these  inquiries. 

Another  point  to  consider  is  the  nature  of  interest  and 
dividends  receivable  under  the  heading  of  current  assets. 
Under  Interstate  Commerce  Commission  rules,  a  carrier  may 
count  as  an  asset  dividends  and  interest  accrued,  even  before 
declared  or  paid.  This  item,  however,  should  not  include  any 
sums  the  payment  of  which  is  not  reasonably  certain,  but  in 
practice  it  may  represent  interest  payments  or  dividends  on 
securities  of  subsidiaries  which  are  hoped  for  but  not  seen. 
When  this  is  the  case  the  item  really  belongs  under  the  head  of 
"other  deferred  assets,"  under  which  are  properly  included 
more  doubtful  items.  Again,  this  item  should  not  include 
interest  or  dividends  on  securities  of  any  companies  whose 
rates  are  guaranteed.  It  is  an  old  trick  of  corporation  finance, 
too  often  practiced  by  railway  companies  in  the  past,  to 
advance  funds  to  an  affiliated  company  whose  bonds  are 
guaranteed  or  whose  stock  is  controlled,  and  then  draw  back 
the  advances  as  dividend  income  under  the  heading  of  non- 
operating  income.  Accordingly,  suspicions  are  justified  when 
there  is  large  increase  in  "advances"  at  the  same  time  that 
"non-operating  income"  increases. 

Doubtless  it  is  to  be  remembered  that  control  is  often 
acquired  over  roads  for  the  traffic  and  competitive  advantages 
rather  than  for  the  income  to  be  secured  from  the  controlled 
properties,  but  ordinarily  "investments  in  affiliated  companies" 
should  bear  some  reasonable  relation  to  income  from  dividends 
and  funded  securities. 


Part  II— Railway  Geography 

CHAPTER  VI 

RAILWAY  GROUPS— NEW  ENGLAND  ROADS 

Railway  Geography  Important. — The  phase  of  transporta- 
tion which  is  next  to  occupy  our  attention  might  be  called 
railway  geography.  The  next  few  chapters  deal  with  several 
of  the  important  railway  regions  into  which  the  country  is 
divided,  discussing  the  traffic  and  operating  conditions  which 
characterize  those  regions. 

Too  little  attention  is  paid  to  the  railway  as  a  factor  in 
geography.  The  traditional  emphasis  of  political  boundaries, 
capitals,  and  the  like,  still  prevails.  A  moment's  thought, 
however,  will  convince  any  progressive  mind  that  the  railway 
occupies  a  prominent,  if  not  the  first,  place  in  geography. 
Cities  nowadays  develop  and  grow  according  to  their  railway 
connections — are  even  located  with  reference  thereto.  The 
commerce  and  travel  by  river  and  highway  are  negligible  in 
comparison  with  transportation  by  railway.  More  than  that, 
the  boundaries  of  traffic  territories  are  in  many  respects  more 
important  than  the  boundaries  of  states;  nor  do  the  boundaries 
of  such  territories  always  coincide  with  state  lines.  Indeed, 
the  greater  part  of  our  commerce — well  over  75% — is  "inter- 
state." and  the  railway  has  been  a  potent  factor  in  the  process 
which  is  often  referred  to  as  breaking  down  state  lines.  At 
the  same  time,  the  railways  have  established  new  lines  which 
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bound  certain  territories  within  which  the  traffic  problems  are 
more  or  less  similar. 

It  is  of  high  practical  importance,  therefore,  from  every 
point  of  view,  that  there  be  a  good  understanding  of  the  rail- 
way situation  in  the  different  parts  of  the  country.  As  already 
indicated,  from  a  mere  geographical  point  of  view,  the  subject 
is  vital,  and  it  may  be  predicted  that  the  time  will  come  when 
school  children  will  hear  more  of  the  Pennsylvania  system 
or  the  Union  Pacific  and  less  of  the  Mississippi  River  and  the 
boundaries  of  Nevada.  From  the  point  of  view  of  the  shipper, 
the  subject  has  practical  value  as  furnishing  the  basis  for  an 
understanding  of  traffic  and  rate  problems.  The  student  of 
public  affairs  and  of  the  relations  between  the  carriers  and  the 
government  must  be  versed  in  the  peculiar  railway  operating 
and  traffic  conditions  in  different  parts  of  the  country,  for 
those  differences  are  so  great  as  to  make  uniform  treatment 
impossible. 

Railway  Groups — Geographical  Divisions. — Railways  may 
be  grouped  according  to  their  geographical  location  and  ac- 
cording to  their  traffic  and  operating  characteristics.  They 
may  also  be  grouped  according  to  ownership. 

Geographically,  the  railways  of  the  United  States  are  often 
divided  into  three  great  groups — the  Eastern,  Southern,  and 
Western — and  this  grouping  is  used  by  the  Interstate  Com- 
merce Commission  in  presenting  statistics.  It  also  corresponds 
to  the  classification  territories  which  are  used  by  the  railways 
in  making  rates.  As  the  names  indicate,  the  Eastern  District 
includes  all  those  lines  east  of  the  Mississippi  and  north  of  the 
Ohio;  the  Southern  District  includes  .all  roads  east  of  the 
Mississippi  and  south  of  the  Ohio;  the  Western  District  in- 
cludes all  roads  west  of  the  Mississippi. 

The  three  main  districts  are  in  turn  subdivided  by  the  In- 
terstate  Commerce   Commission   as   shown   in  the    following 
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outline,  in  which  a  few  typical  carriers  are  mentioned  to  indi- 
cate more  vividly  what  each  subdivision  covers. 

Eastern  District  : 

New  England  region New    York,    New    Haven,    and    Hartford; 

Boston   and    Maine. 
Great  Lakes  region New  York  Central ;  Erie ;  Delaware,  Lack- 
awanna and  Western. 
Ohio-Indiana-Allegheny 

region Pennsylvania ;  Baltimore  and  Ohio  ;  Central 

of  New  Jersey. 
Southern  District: 
Southern  District   (excluding 
Pocahontas  region) Atlantic  Coast  Line;   Louisville  and   Nash- 
ville;   Illinois    Central. 

Pocahontas  region Chesapeake      and      Ohio ;       Norfolk      and 

Western. 

Western  District  : 

Northwestern  region Chicago  and  Northwestern;  Great  North- 
ern; Northern  Pacific. 

Central  western  region Atchison,   Topeka,   and    Santa    Fe;    Union 

Pacific;    Rock   Island. 

Southwestern  region Missouri,     Kansas    and     Texas ;     Southern 

Pacific;  Missouri  Pacific. 

The  foregoing  classification  is  self-explanatory  except  that 
it  should  be  noted  that  the  Pocahontas  group  which  occupies 
the  northern  part  of  the  Southern  Territory  is  chiefly  dis- 
tinguished by  the  soft  coal  traffic  which  predominates  within 
it  and  from  which  it  gets  its  name. 

Groups  Based  on  Traffic  and  Operation. — From  the  point 
of  view  of  traffic  and  operation,  the  railways  of  the  United 
States  are  ordinarily  grouped  into  territories  which  conform 
to  some  extent  to  the  geographical  grouping.  The  various 
classification  and  rate-making  territories  will  be  mentioned  in 
the  chapter  dealing  with  classification  and  rates.  Here  we  are 
concerned  with  the  groups  of  railways  which  are  distinguished 
chiefly   by   such   territorial    differences    as   affect   traffic   and 
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operation.     From  this  point  of  view  we  find  the  following 
groups : 

1.  The  New  England  Roads  (occupying  the  New  England  states). 

2.  The  Trunk  Lines    (extending   from   New   York,   Philadelphia, 

and  Baltimore  to  Chicago  and  St.  Louis). 

3.  The   Anthracite   Roads    (extending    from   the   anthracite   coal 

fields   of   northeastern    Pennsylvania   to   tidewater). 

4.  The  Pocahontas  Roads,  or  "soft  coalers"   (extending  east  and 

west  from  the  soft  coal  fields  of  West  Virginia). 

5.  The  Granger  Lines  (mostly  radiating  west  and  northwest  from 

Chicago). 

6.  The  Southern  Roads    (occupying  the  southeastern  section   of 

the  country). 

7.  The   Southwestern   Roads    C running   southwest   from   Chicago 

and  St.  Louis). 

8.  The  Transcontinental  Roads   (extending  from  various  central 

western  points  to  the  Pacific  Coast). 

These  different  groups  will  be  discussed  in  the  chapters 
which  immediately  follow.  Here  it  is  sufficient  to  state  that 
each  has  its  traffic  peculiarities  which  cause  differences  in  oper- 
ation and  in  earnings,  and  that  these  differences  often  find 
expression  in  the  way  the  prices  of  the  securities  of  the  carriers 
move.  Within  each  one  of  the  groups  mentioned  there  might 
be  established  certain  subgroups,  but  underlying  similarities 
still  justify  the  larger  groups. 

Groups  Based  on  Ownership. — From  the  point  of  view  of 
ownership,  railway  groups  are  continually  shifting.  Such 
groups  as  the  "Hill  roads,"  the  "Harriman  roads,"  and  the 
"Morgan  roads"  have  been  prominent  in  the  past,  but  with 
the  death  of  the  individuals  whose  activity  dominated  the 
organization  these  groups  have  been  largely  broken  up, 
although  traces  still  remain.  Other  groups  have  succeeded 
them,  one  of  the  latest  being  the  Van  Sweringen  group  which 
includes  certain  roads  in  Trunk  Line  territorv.    The  movement 
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now  on  foot  to  encourage  railway  consolidation  is  likely  to 
bring  further  change  in  ownership. 

Each  of  these  groupings  has  its  importance,  but  for  the 
purpose  immediately  in  hand  we.  will  follow  the  grouping 
determined  by  traffic  and  operating  characteristics. 

The  New  England  Railways 

Principal  New  England  Lines  and  Gateways. — The  princi- 
pal railways  of  New  England  are  the  following:  the  New 
York,  New  Haven  and  Hartford,  the  Boston  and  Maine,  the 
Central  Vermont,  the  Bangor  and  Aroostook,  and  the  Maine 


Fig.  10. — Map  of   New  England  Roads,  also  Showing  Principal  Gateways 

(Relative  importance  of  gateways  indicated  by  length  of  bars,  which  represent  the  niomber 

of  loaded  freight-cars  that  came  into  and  went  out  of  New  England  in  1919) 
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Central  (Figs.  lo,  ii).  The  Boston  and  Albany  also  lies  in 
New  England,  but  is  controlled  by  one  of  the  Trunk  Lines, 
the  New  York  Central.     Two  Canadian  carriers,  the  Grand 


Fig.  II. — Map  of  New  England  Railways  and  Connections,  and  also 
Contributory  Coal  Fields 

Trunk  and  the  Canadian  Pacific,  also  reach  down  into  New 
England,  the  former  being  affiliated  with  the  Vermont  Central, 
The  Boston  and  Albany,  which  extends  across  Massa- 
chusetts from  the  neighborhood  of  Albany,  divides  the  New 
England  carriers  into  two  groups,  the  New  Haven  covering 
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the  southern  half,  the  others  lying  to  the  north.  The  New- 
England  roads,  for  the  most  part,  spread  out  from  Boston 
like  a  fan,  extending  up  into  Maine,  to  Montreal,  to  Albany, 
and  to  New  York. 

At  the  extremities  of  this  fan-like  net  lie  a  series  of  gate- 
ways where  the  New  England  lines  connect  with  outside  car- 
riers.    The  chief  ones  are: 

Harlem  River  (N.  Y.)  :  The  New  Haven  connects  with  the  Penn- 
sylvania; Lehigh  Valley;  Baltimore  and  Ohio;  Lackawanna; 
and  other  lines. 

Maybrook  and  Campbell  Hall  (N.  Y.)  :  The  New  Haven  connects 
with  the  Erie ;  and  the  Lehigh  Valley ;  New  York,  Ontario  and 
Western ;  and  other  anthracite  roads  via  the  Poughkeepsie 
Bridge  over  the  Hudson  and  two  short  roads, — the  Lehigh  and 
Hudson  and  the  Lehigh  and  New  England. 

West  Albany  (N.  Y.)  :  The  Boston  and  Albany  connects  with 
the  New  York  Central. 

Rotterdam  Junction  (N.  Y.)  :  The  Boston  and  Maine  connects 
with  the  New  York  Central. 

Mechanicville  (N.  Y.)  :  The  Boston  and  Maine  connects  with 
the  Delaware  and  Hudson. 

Newport  (Vt.)  :  The  Boston  and  Maine  connects  with  Canadian 
Pacific. 

Swanton  (Vi.)  and  St.  Johns  (Quebec)  :  The  Central  Vermont 
and  the  Boston  and  Maine  connect  with  the  Grand  Trunk. 


Supply  of  Railway  Facilities. — There  are  only  a  little  over 
8,300  miles  of  railway  line  in  New  England,  which  together 
are  but  a  little  over  3%  of  the  total  mileage  of  the  country. 
New  England,  however,  has  a  railway  mileage  in  proportion 
to  the  area  served  which  is  considerably  above  the  average 
of  the  country,  running  as  high  as  2J  miles  of  railway  per 
hundred  square  miles  in  Massachusetts  as  against  an  average 
of  about  ^Yi  miles  for  the  United  States.  On  the  other  hand, 
so  dense  is  the  population  of  New  England  that  the  number  of 
miles  of  railway  in  proportion  to  number  of  persons  served 
is  considerably  below  the  average  for  the  country. 
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As  to  equipment,  the  New  England  railways  are  not  strong 
in  freight-cars  or  freight  locomotives,  but  they  have  a  larger 
number  of  passenger-cars  and  passenger  locomotives  per  mile 
of  line  than  any  other  group  of  roads  in  the  United  States. 

Physical  and   Economic   Conditions   Affecting   Railways. 

— New  England's  physiography  and  location  with  reference 
to  other  sections  are  important  as  affecting  her  railways.  In 
the  first  place,  it  is  to  be  noted  that  New  England  is  out  of  the 
central  current  of  traffic,  and  Boston  is  more  distant  from  the 
heart  of  the  Mississippi  Valley  and  from  the  Pittsburgh  pro- 
duction center  than  are  New  York,  Philadelphia,  and  Balti- 
more. From  Chicago  it  is  850  miles  to  Boston  and  890  miles 
to  Portland,  Me.,  w^hile  the  straight  line  distance  to  New  York 
is  only  710  miles  and  to  Baltimore  610  miles. 

To  New  England's  disadvantage  of  location  for  traffic  is 
to  be  added  the  barrier  imposed  by  the  Berkshires  and  the 
Hudson  River.  This  is  not  now  so  important  as  it  once  was, 
but  it  has  had  a  part  in  causing  the  situation  that  now  exists 
and  still  has  some  importance.  Boston  was  long  hindered  in 
her  development  by  having  only  one  single-track  line  to  the 
west,  the  Boston  and  Albany,  and  the  westward  extension  of 
the  Boston  and  Maine  required  the  construction  of  the  Hoosac 
tunnel. 

Another  important  point  is  the  absence  of  coal  in  New 
England  and  the  distance  which  fuel  has  to  be  hauled  from 
Pennsylvania  and  other  coal-producing  territory  (see  Fig.  11). 

One  advantage  of  location  which  New  England  possesses 
is  her  proximity  to  the  most  highly  developed  part  of  Canada. 
This  makes  a  relatively  short  haul  for  coal  and  lumber  from 
that  source.  It  also  gives  her  ports  some  of  Canada's  export 
grain  traffic  and  the  Crank  Trunk  has  greatly  aided  New 
England  in  this  way.  The  Canadian  Pacific  takes  grain  from 
Duluth  to  Montreal  or  to  Portland  or  Boston,  and  it  is  possible 
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that  the  shifting  of  the  spring  wheat  area  northward  may 
further  help  Boston  and  the  New  England  roads  by  increasing 
this  movement. 

On  the  whole,  however,  it  must  be  recognized  that  the  New 
England  roads  are  in  a  sense  isolated.  They  do  not  serve 
directly  any  important  producing  territory  outside  of  New 
England  and  they  depend  largely  on  tonnage  exchanged  with 
their  rail  and  water  connections.  As  has  been  often  noted, 
they  are  virtually  terminal  carriers  for  the  Trunk  Lines  of 
the  United  States  and  Canada. 

Inbound  Traffic  by  Various  Gateways. — In  spite  of  her 
advantage  for  Canadian  traffic,  the  volume  received  or  sent 
out  via  northern  gateways  is  relatively  small.  In  19 19  a  total 
of  approximately  1,245,000  cars  were  received  by  all  gateways. 
Of  this  total  only  91,700,  or  7.4%,  moved  in  over  the  Canadian 
Pacific  and  Grand  Trunk.  The  chief  importance  of  the 
Canadian  connections  thus  far  has  been  to  relieve  congestion 
and  serve  as  a  competitive  factor  in  rate  divisions  with  the 
Trunk  Lines. 

The  chief  single  gateway  is  Albany,  but  the  New  Haven 
receives  a  larger  volume  of  traffic  over  its  two  gateways, 
Harlem  River  and  Maybrook. 

Boston  as  a  Railway  Center. — Boston  is  truly  the  hub  of 
New  England  and  also  of  the  New  England  railways.  It  is, 
therefore,  essential  to  consider  the  position  of  that  port  as  a 
railway  center. 

In  spite  of  her  excellent  harbor  and  port  facilities,  Boston 
has,  on  the  whole,  been  losing  in  competition  for  the  valuable 
export  railway  traffic.  For  freight  to  and  from  the  Central 
West  and  the  Great  Lakes  territory,  New  York  has  a  great 
advantage,  arising  from  its  position  at  the  terminus  of  the 
great  natural  Hudson  and  Mohawk  Valley  route.     For  traffic 
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from  the  West  the  two  points  may  be  considered  equal  as  far 
as  Albany;  but  from  there  on  the  rail  distance  to  New  York 
is  only  between  i6o  and  170  miles,  while  the  distance  to 
Boston  is  from  214  to  22^  miles.  Moreover,  the  ruling  grade 
between  Boston  and  Albany  is  greater,  and  there  is  a  greater 
total  ascent  than  between  New  York  and  Albany.  Con- 
sequently, Boston's  chief  opportunity  arises  from  her  greater 
nearness  to  Liverpool  and  to  such  advantages  in  port  facilities 
as  she  has.  Sometimes,  too,  there  is  overflow  freight  which  is 
diverted  to  the  New  England  roads  in  order  to  avoid  con- 
gestion on  the  lines  serving  New  York. 

In  the  case  of  traffic  from  the  South  and  Southeast  it  is 
apparent  that  there  is  little  if  any  object  in  hauling  beyond 
New  York  and  into  New  England  for  export. 

For  Canadian  railway  traffic,  as  already  noted,  Boston  has 
an  advantage.  Montreal  and  Quebec  are  river  ports  and  closed 
by  ice  a  part  of  each  year,  while  to  Halifax  and  St.  Johns  the 
railway  haul  is  longer  than  to  Boston  and  the  grade  steeper. 
It  is  true  that  the  railway  haul  from  Montreal  to  New  York  is 
nearly  as  advantageous  as  that  to  Boston,  but  the  rail  distance 
to  Boston  is  50  miles  less  and  the  ocean  distance  from  Boston 
to  Liverpool  is  180  miles  shorter,  so  that  here,  too,  the  New 
England  port  has  some  advantage  for  Canadian  traffic. 

Economic  Conditions  within  New  England  as  affecting 
Railways. — Manufacturing  is  the  chief  New  England  industry 
and  manufactured  products  furnish  an  unusually  large  part 
of  New  England  railway  traffic.  For  the  United  States  as  a 
whole,  the  proportion  of  manufactured  products  in  the  total 
tonnage  has  been  about  17%,  while  in  the  case  of  the  New 
Haven  and  the  Boston  and  Maine  it  has  been  over  20%.  This 
means  a  large  proportion  of  high-grade  traffic,  that  is,  traffic 
which  has  high  specific  value  and  yields  high  average  receipts 
per  ton-mile.     The  chief  products  are  boots  and  shoes,  cotton 
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goods,  woolens  and  worsteds,  paper,  leather  articles,  rubber 
goods,  hardware,  and  miscellaneous  manufactures,  much  of 
which  require  skilled  labor  and  fine  technique.  These  are  the 
things  which  New  England  railways  haul  out. 

In  order  to  produce  these  things,  the  New  England  manu- 
facturer requires  raw  materials,  fuel,  and  food  products,  a 
large  part  of  which  must  be  hauled  in  from  other  sections. 
This  means  a  long  haul  from  southern  and  western  points  -to 
Boston  and  other  distributing  centers — but  chiefly  to  Boston — 
from  which  points  short  hauls  are  made  to  the  mills  and 
factories  which  are  scattered  throughout  a  great  part  of  New 
England.  In  1020  over  22,000,000  tons  of  bituminous  coal 
were  shipped  into  New  England  by  rail  or  water,  and  a  little 
less  than  half  that  much  anthracite.  Over  50%  of  the  bitum- 
inous coal  was  hauled  all-rail.  Cotton  and  iron  and  steel  are 
also  important  inbound  items.  For  every  three  carloads  of 
manufactured  products  sent  out  of  New  England  it  is  esti- 
mated that  approximately  five  carloads  of  raw  materials  must 
be  hauled  into  that  territory.  Consequently,  the  larger  part  of 
the  tonnage,  although  the  least  valuable  part,  consists  of  the 
inbound  raw  materials. 

Along  with  New  England's  manufactures  go  a  dense 
population  and  numerous  cities.  The  population  of  Massa- 
chusetts averages  over  479  to  the  square  mile  as  against  ap- 
proximately 36  for  the  United  States ;  and  the  urban  population 
in  Massachusetts  is  95%  of  the  total  against  an  average  of 
only  51%  for  the  whole  country. 

Another  factor  affecting  New  England  traffic  is  the  great 
tourist  and  summer  resort  travel  which  is  characteristic  of  that 
section.  Her  mountains  and  seacoast  attract  thousands  of 
persons,  and  this  makes  the  July,  August,  and  September 
passenger  traffic  of  such  roads  as  the  Boston  and  Maine  very 
great.  This  is  a  vital  element  in  the  business  of  the  New 
England  railways. 
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Traffic  Characteristics — Dense  Passenger  Traffic — Per- 
haps the  most  notable  characteristic  of  New  England  railway 
traffic  is  the  importance  of  the  passenger  branch.  The  density 
of  passenger  traffic,  as  expressed  in  the  number  of  passenger- 
miles  per  mile  of  line,  is  as  great  as  or  greater  than  in  any 
other  section,  and  the  New  Haven  has  the  densest  passenger 
traffic  of  any  large  railway  in  the  United  States.  In  191 9  it 
hauled  1,029,000  revenue  passengers  per  mile  of  line,  while 
the  Pennsylvania  railway  hauled  only  758,000. 

There  is  only  one  other  section  that  has  so  many  passenger 
train-miles  per  mile  of  road  as  has  New  England  and  that  is 
the  Great  Lakes  region,  which  in  1920  had  a  slightly  greater 
passenger-mile  "density"  than  New  England.  The  number  of 
passenger-cars  in  the  average  New  England  train,  however, 
is  greater  than  in  any  other  section,  including  the  Great  Lakes 
region. 

More  than  this,  the  New  England  roads  show  the  highest 
average  number  of  passengers  per  car,  the  figure  being  ap- 
proximately 25  as  compared  with  an  average  for  the  United 
States  of  18  in  1920  and  15  in  1921. 

The  railways  of  New  England  also  show  an  especially 
large  proportion  of  commutation  traffic,  and  returns  for 
December,  1921,  bring  this  out  clearly.  In  that  month  the 
commutation  passengers  carried  by  New  England  roads  were 
approximately  63%  of  the  total  revenue  passengers,  while  for 
the  carriers  in  the  Great  Lakes  region  the  commutation  pas- 
sengers made  only  52%  of  the  total.  No  other  sections  had 
such  high  percentages. 

High  Grade,  Short-Haul  Traffic. — The  second  outstanding 
characteristic  of  New  England  traffic  is  the  large  percentage  of 
high  grade  freight  as  reflected  in  the  average  revenue  per  ton- 
mile.  This  revenue  is  higher  than  in  any  other  section  and 
in  192 1  was  1.85  cents  as  against  an  average  for  the  United 
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States  of  1.27  cents.  The  absolute  amounts  of  these  figures 
will  vary  as  freight  rates  are  raised  or  lowered,  but  the  excess 
of  the  New  England  figure  will  continue. 

The  average  haul  in  New  England  is  short.  There  the 
average  distance  a  ton  of  revenue  freight  is  hauled  is  about 
103  miles.  The  average  haul  for  the  United  States  is  in  the 
neighborhood  of  186  miles,  and  in  no  other  region  is  there  so 
short  an  average  haul  as  that  found  in  New  England.  The 
passenger  traffic,  too,  is  mostly  of  the  short-haul  variety,  the 
average  trip  being  about  2 1  miles,  as  compared  with  the  United 
States  average  of  about  ^^J  miles. 

Operation  Expensive. — Concerning  the  operating  statistics 
of  the  New  England  railways  we  will  only  point  out  that  these 
roads  have  an  unusually  small  freight-train  load,  small  car- 
load, and  a  low  average  number  of  miles  made  by  each  car 
per  day.  The  traffic  density  is  also  somewhat  below  the 
average  for  the  United  States. 

A  marked  characteristic  of  New  England  traffic  is  the 
smallness  of  the  average  freight-train  load.  It  is  the  smallest 
of  any  section.  The  average  freight-train  load  (net  tons)  in 
1920  and  1 92 1  was  respectively  465  tons  and  448  tons  com- 
pared with  over  600  tons  on  the  average  in  the  United  States. 
The  smallness  of  the  trainload  is  partly  due  to  the  relatively 
small  number  of  cars  per  train  and  partly  to  the  small  number 
of  tons  per  car. 

The  operation  of  a  railway  in  New  England  is  considerably 
more  expensive  than  that  of  the  carriers  in  most  other  sections. 
To  begin  with,  the  cost  of  construction  and  maintenance  is 
considerably  greater  than  that  of  roads  in  the  middle  western 
part  of  the  country.  The  average  investment  per  mile  of  road 
is  somewhat  over  $100,000, — almost  60%  greater  than  the 
western  average.  The  hilly  surface  of  New  England,  its 
rocky  soil,  and  severe  climate,  all  contribute  to  the  heavy  cost ; 


104  RAILWAY  GEOGRAPHY  [Pt.  II 

and  the  situation  is  made  more  difficult  from  an  operating 
point  of  view  by  the  density  of  population  which  results  in 
many  grade  separations,  crossings,  and  junctions. 

Furthermore,  the  expense  of  operation  is  increased  by  the 
character  of  the  traffic  and  New  England's  peculiar  relation 
to  other  sections  of  the  country.  As  already  noted,  the  New 
England  carriers  are,  to  a  large  extent,  terminal  facilities  for 
the  Trunk  Lines.  They  are  short  lines  and  have  short  hauls. 
Accordingly,  the  terminal  expenses  are  proportionately  large. 
The  numerous  crossings  and  junction  points  required  go 
hand  in  hand  with  a  heavy  percentage  of  switching  and  trans- 
fer expense.  The  New  England  roads  necessarily  hold  an  un- 
usually large  proportion  of  "foreign  cars" — belonging  to  other 
carriers — for  which  they  have  to  pay  per  diem  charges.  Their 
debits  on  this  account  are  much  heavier  than  the  credits  and 
this  is  a  drain  on  their  resources. 

It  is  for  such  reasons  as  these  that  the  Interstate  Com- 
merce Commission  in  1922  increased  the  percentage  of  through 
rates  which  goes  to  New  England  lines,  giving  them  a  larger 
share  of  the  revenue  from  freight  in  the  hauling  of  which 
they  participate  in  connection  with  outside  roads. 

The  rate  structure  that  exists  in  New  England  will  be  dis- 
cussed in  Chapter  XXI. 

Commodity  Statistics. — The  principal  commodities  handled 
by  the  New  England  roads  are  shown  in  the  following 
statement :  ^ 

(Year  ending  December  31,  1922) 

Tons  Per  cent 

Commodity                                         Handled  of  Total 

Anthracite  and  bituminous  coal 18,078,372  22.93 

Miscellaneous   manufactures    10,954,564  13-89 

Less  than  carload   freight    6,617,047  8.39 


^  Report  of    Joint    New    England    R.    R.    Commission,    1923. 
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Tons  Per  cent 

Commodity  Handled  of  Total 
Grain,  flour  and  other  mill  products,  hay,  straw,  and 

alfalfa     6,574,616  8.34 

Lumber  and  other  products  of  forests   6,453,743  8.18 

Cement,  brick,  lime,  and  plaster    3,868,165  4.91 

Refined  petroleum  and   its  products    3,273,742  4.15 

Clay,    gravel,    sand,    stone,    and    other    products    of 

mines,   except   coal   and    coke    3,268,365  4.15 

Potatoes     2,596,603  3.29 

Paper,  printed  matter,  and  books    2,491,740  3.16 

Pulp    wood 1,885,642  2.39 

Bar  and  sheet  iron,  structural  iron,  iron  pipe,  other 

metals,   pig,   bar,   and    sheet    i, 751,374  2.22 

Fruit  and  vegetables  and  other  products  of  agriculture  1,387,058  1.76 
Fresh  meats,  other  packing-house  products,  canned 

goods    1,277,543  1.62 

Ice 1,241,770  1.58 

Iron,  pig  and  bloom,  castings,  machinery  and  boilers  1,168,434  i-49 

Chemicals    and    explosives     830,205  1.05 

Unclassified   tonnage    825,507  1.05 

Cotton 669,995  .85 

Other   products   of   animals    524,304  .66 

Sugar,  syrup,  glucose,  and  molasses    514,896  .65 

Coke    500,927  .64 

Textiles    465,300  .59 

Hides  and  leather  416,1 13  .53 

Automobiles   and   auto   trucks    394,748  .50 

Livestock     389,842  ,'50 

Wool     . 302.935  .38 

Kails  and    lastenmgs    122,080  .15 

Total    78,845,630  100.00 


CHAPTER  VII 

THE  TRUNK  LINES 

Nature  and  Importance  of  the  Trunk  Lines The  Trunk 

Lines  (see  Fig.  12)  are  so  called  because  of  their  importance 
as  main  stems  in  the  railway  net  of  the  country.  While 
the  relative  importance  of  these  roads  may  not  now  be 
so  great  as  it  was  a  generation  ago,  they  still  occupy  a  specially 
significant  place  in  the  nation's  transportation  system.  When 
one  thinks  of  their  location  this  is  easy  to  understand.  Con- 
sidered as  a  group,  they  may  be  thought  of  as  the  connecting 
link  between  the  nation's  chief  seaports  and  the  great  Mis- 
sissippi Valley  with  its  grain,  cattle,  growing  manufactures, 
and  multiplying  population.  Over  these  lines,  too,  must  move 
a  large  part  of  the  products  of  the  densest  manufacturing  ter- 
ritory in  the  nation,  while  the  manufacturing  population  must 
be  fed. 

More  precisely,  the  Trunk  Lines  serve  to  connect  Boston, 
New  York,  Philadelphia,  Baltimore,  Newport  News,  and  Nor- 
folk with  the  two  great  centers  of  the  Mississippi  Valley  ter- 
ritory, Chicago  and  St.  Louis. 

The  Chief  Trunk  Lines. — The  chief  Trunk  Lines  and 
their  characteristic  subsidiaries  are  the  following : 

I.  New  York  Central  Railroad   (New  York  to  Chicago  and  St.  Louis, 
via  Buffalo)  : 
Boston  and  Albany  Railroad. 
West  Shore  Railroad. 

Cleveland,  Cincinnati,  Chicago,  and  St.   Louis  Railway. 
Michigan  Central   Railroad. 
Pittsburg  and  Lake  Erie  Railroad. 
Toledo  and  Ohio  Central  Railway. 
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2.  Pennsylvania  Railroad  (New  York  and  Philad'^fphia  to  Chicago  and 

St.   Louis  via   Pittsburgh)  : 
Long  Island  Railroad. 

Pittsburg,   Cincinnati,   Chicago  and   St.   Louis   lilailroad. 
Philadelphia,   Baltimore  and   Washington   Railroad. 
Grand  Rapids  and  Indiana  Railway. 

3.  Baltimore  and  Ohio  Railroad  (Baltimore  and  Philadelphia  to  Chicago 

and   St.   Louis,   via   Pittsburgh  and   Cincinnat: — has   trackage   rights 

into  New  York)  : 
Baltimore  and  Ohio  Southwestern  Railroad. 
Pittsburg  and  Western  Railroad. 
Toledo  and  Cincinnati  Railroad. 

<..  Erie  Railroad    (New   York  to   Chicago,   via   Salamanca,   N.   Y.,   with 
branch  to  Buffalo)  : 
Chicago  and  Erie  Railroad. 

New  York,  Susquehanna  and  Western  Railroad. 
Cleveland  and  Mahoning  Railway. 

Each  of  these  four  Hnes  extends  from  the  coast  to  Chicago 
md  other  middle  western  points. 

In  addition,  there  may  be  mentioned  as  closely  related  to 
he  Trunk  Lines  proper  and  as  competitive  therewith,  the  fol- 
'  Dwing  roads :  Grand  Trunk,  Chesapeake  and  Ohio  Railway, 
*iid  Norfolk  and  Western  Railway.  The  first  of  these  is  a 
(%nadian  carrier  which  furnishes  a  route  via  Montreal  from 
iijie  Atlantic  seaboard  to  Chicago.  The  other  two  are  best 
classified  as  Pocahontas  roads  and  will  be  discussed  in  another 
chapter.  They  extend  from  the  Virginia  ports  through  the 
West  Virginia  coal  fields  to  the  West.  The  Chesapeake  and 
Ohio  only  got  a  Chicago  connection  in  19 10.  It  now  is 
affiliated  with  the  New  York,  Chicago  and  St.  Louis  ("Nickel 
Plate"),  thus  gaining  more  significance  as  a  Trunk  Line. 

There  are  other  east  and  west  lines  within  the  general 
territory  of  the  Trunk  Lines  which  have  some  of  the  character- 
istics of  the  Trunk  Lines  proper,  and  which  may,  by  combi- 
nation and  growth,  develop  further.  Among  these  we  will 
only  mention  the  New  York,  Chicago  and  St.  Louis  (Nickel 
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Plate)  which  extends  from  Bufifalo  to  Chicago  and  reaches  St. 
Louis  via  the  Toledo,  St.  Louis  and  Western;  the  Delaware, 
Lackawanna  and  Western,  which  operates  through  trains  from 
New  York  to  Chicago,  although  not  owning  line  beyond 
Buffalo;  and  the  Wabash,  which  operates  from  Buffalo  to 
Chicago  and  St.  Louis. 

The  Trunk  Lines  proper  all  pass  either  through  Buffalo  on 
the  north  or  Pittsburgh  on  the  south.  At  the  west,  they  all 
have  termini  in  Chicago  and  three  of  them  also  reach  St. 
Louis.  At  intermediate  points  they  connect  with  a  radiating 
net  work  of  smaller  lines  which  serve  as  feeders. 

Supply  of  Railway  Facilities. — While  this  chapter  will  deal 
chiefly  with  the  four  typical  Trunk  Lines,  it  will  help  toward 
an  understanding  of  the  situation  in  the  territory  served  by 
them  to  present  some  data  which  apply  to  that  whole  district. 
This  district  is  embraced  within  the  two  areas  called  by  the 
Interstate  Commerce  Commission  the  Great  Lakes  region  and 
the  Ohio-Indiana-Allegheny  region.  The  two  regions  together 
have  a  mileage  of  "Class  One"  roads^  of  a  little  over  50,000 
miles — about  six  times  as  great  as  that  of  New  England.  In 
the  eastern  part  of  the  territory  the  number  of  miles  of  line 
per  100  square  miles  of  area  is  similar  to  that  in  New  England, 
while  in  the  western  part  the  density  is  somewhat  lower,  being 
only  about  21  miles  of  road  to  100  square  miles.  Throughout 
the  territory  the  railway  density  is  far  greater  than  the  average 
for  the  United  States. 

Compared  with  population  the  number  of  miles  of  line 
throughout  most  of  this  territory  is  much  less  than  the  average 
for  the  United  States,  but  is  greater  than  that  in  the  more 
important  New  England  states. 

The  Trunk  Line  district  has  the  largest  number  of  freight 
locomotives  and  cars  in  proportion  to  railway  mileage  of  any 
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section,  and  is  second  only  to  New  England  in  its  equipment 
of  passenger  locomotives  and  cars  and  in  proportion  to  miles 
of  line. 

Physical  and  Economic  Characteristics  Affecting  Railways 
— Topography — It  cannot  be  too  much  stressed  that  the  Trunk 
Lines  are  the  chief  channels  for  commerce  between  what  are 
still  the  chief  cities  of  the  Mississippi  Valley  and  the  chief 
Atlantic  ports.  They  connect  the  great  agricultural  West 
with  the  markets  of  Europe.  Through  them,  as  through  a 
great  funnel,  pour  the  products  of  the  West  for  export  or 
consumption  in  eastern  cities. 

The  routes  and  operating  characteristics  of  the  several 
Trunk  Lines  are  influenced  by  the  topography  of  the  country. 
The  salient  point  is  the  great  barrier  of  the  Allegheny  Moun- 
tains which  stretches  across  this  district  from  the  northeast 
to  the  southwest.  Through  this  barrier  there  are  onlv  two 
natural  routes  leading  out  of  the  Mississippi  Valley,  one  being 
furnished  by  the  Great  Lakes  and  St.  Lawrence  River,  the 
other  by  the  Mohawk  and  Hudson  rivers.  Perhaps  the  next 
best  way,  though  it  is  much  less  advantageous  as  to  grades 
and  curves,  is  furnished  by  the  Potomac  River,  which  passes 
through  the  Allegheny  Mountains  at  Cumberland,  Md.,  the 
route  of  the  old  Cumberland  Road.  Other  routes,  involving 
even  steeper  grades,  may  be  found  following  various  rivers, 
notably  the  Susquehanna,  and  thence  to  the  head-waters  of  the 
Ohio. 

The  New  York  Central  has  the  great  advantage  of  oc- 
cupying one  of  the  two  best  natural  routes,  the  Grand  Trunk 
occupying  the  other — which  is  a  circuitous  one  so  far  as  the 
United  States  is  concerned.  The  Baltimore  and  Ohio  gets 
out  through  the  Potomac  valley,  while  the  Pennsylvania  works 
its  way  over  the  Alleghenies  between  the  Susquehanna  and  the 
Ohio   via  the   Juanita   and   the   Conemaugh   branches.      The 
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relative  nearness  to  Chicago  of  Baltimore  and  Philadelphia 
partly  compensates  the  Baltimore  and  Ohio  and  the  Pennsyl- 
vania lines  for  their  less  advantageous  routes. 

The  distances  between  New  York  and  the  main  western 
termini  via  various  Trunk  Line  routes  are  shown  in  the 
following  statement,  together  with  the  highest  point  sur- 
mounted by  each : 


Route 

New  York 

to 

Chicago 

New  York 

to 
St.  Louis 

Highest  Point 

above 

Sea  Level 

Miles 
908 
919 
978 
998 

1,013 

Miles 
1,052 
1,115 
1,157 
1,174 
1,117 

Feet 
2,192 

Lackawanna- Nickel  Plate.  .  . 
New  York  Central 

1,115 
920 

Erie- Wabash     

1,173 

Ralfitnnrp  and  Ohio         

2.374 

The  two  intermediate  points  already  referred  to— Buffalo 
and  Pittsburgh— are  the  gateways  between  the  Mississippi 
Valley  and  the  seaboard.  Buffalo  is  notable  as  a  transshipping 
point  for  lumber,  grain,  ore,  and  coal,  and  owes  its  position 
largely  to  advantages  in  water  transportation.  Pittsburgh  is 
perhaps  even  more  important  as  a  transportation  center,  and 
through  this  gateway  flows  what  is  probably  the  heaviest 
railway  tonnage  in  the  world.  As  everyone  knows,  there  is 
concentrated  in  the  Pittsburgh  region  an  enormous  aggregation 
of  iron  and  steel  manufacturing  industries. 

One  of  the  notable  characteristics  of  the  Trunk  Line  dis- 
trict is  the  prevalence  of  water  competition.  On  the  north 
stretch  the  Great  Lakes  and  on  the  south  flows  the  Ohio 
River,  and  both  these  bodies  of  water  carry  a  considerable 
volume  of  traffic.  On  the  west  the  Mississippi  River  flows  to 
the  Gulf,  offering  the  possibility  of  shipping  goods  in  that 
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direction,  thus  diverting  some  traffic  from  the  Trunk  Lines. 
This  situation,  the  Great  Lakes  being  the  chief  factor,  has 
materially  affected  the  rate  structure  in  the  district. 

While  referring  to  the  competitive  situation,  we  may  note 
that  another  factor  affecting  the  Trunk  Lines  has  been  the 
existence  of  a  net  work  of  smaller  roads  running  in  a  general 
north  and  south  direction  and  forming  a  series  of  "transverse 
feeders."  A  number  of  these  transverse  lines  have  been  in- 
dependent and,  owing  to  their  ability  to  throw  their  traffic 
to  any  one  of  the  Trunk  Lines  which  they  cross,  they  have 
been  a  very  disturbing  factor  concerning  which  more  will  l3e 
said  on  another  page. 

The  most  important  factors  in  Trunk  Line  traffic  are : 

I.  Connection  with  roads  serving  the  West  and  South. 
These  roads  must  connect  directly  with  Western  Trunk  Lines 
and  have  access  to  southern  "gateway"  points  on  the  Ohio 
River.  Good  western  connections,  too,  involve  access  to 
gateways  other  than  Chicago,  where  congestion  is  apt  to 
arise,  such  as  the  Peoria  gateway  on  the  Illinois  River,  or 
the  Lake  Michigan  car  ferries. 

2.  Access  to  coal ;  they  must  have  connection  with  the  great 
soft-coal  fields  in  the  territory. 

3.  Access  to  iron-  and  steel-producing  centers.  Each 
must  secure  a  portion  of  the  heavy  traffic  which  these  centers 
afford. 

Any  line  which  lacks  these  connections  is  seriously  handi- 
capped in  competition. 

Reasons  for  Traffic  Density. — In  the  territory  through 
which  the  Trunk  Lines  run  lies  the  heart  of  the  nation's 
manufacturing  industry.  The  New  England  manufactures 
are  chiefly  of  the  lighter  sort,  while  in  this  territory  we  find 
more  of  the  heavy  manufactures,  including  iron  and  steel  and 
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their  products,  large  oil  refineries,  copper  refineries,  cement 
plants,  and  similar  industries.  In  the  western  part  are  large 
meat-packing  plants.  Along  with  these  manufactures  goes  a 
dense  population,  which,  both  in  its  consumption  and  pro- 
duction, has  the  double  significance  of  furnishing  heavy 
passenger  traffic  and  requiring  a  dense  movement  of  freight. 
All  the  parent  Trunk  Lines  touch  the  Pennsylvania  coal 
fields,  which  is  an  important  factor  In  understanding  their  traffic. 

Traffic  Characteristics — Unbalanced  Freight  Movement. — 

The  chief  traffic  of  the  Trunk  Lines  consists  of  raw  materials 
moving  eastward  and  manufactured  products  and  coal  moving 
westward.  The  largest  items  in  the  eastbound  traffic  are  grain, 
lumber,  ore,  and  packing-house  products,  and  a  very  consid- 
erable part  of  this  traf^c,  particularly  the  grain,  is  for  export. 
The  westbound  movement  consists  of  various  manufactured 
products  and  merchandise,  together*  with  coal  for  use  in  the 
Middle  West.  It  is  true  that,  with  the  development  of  manu- 
factures in  the  West,  the  difiference  between  the  eastbound 
and  westbound  streams  of  traffic  is  not  so  great  as  it  once 
was,  but  the  distinction  is  still  significant  and  is  likely  to  remain 
so  for  a  good  many  years. 

The  percentage  of  agricultural  products  moving  over  the 
Trunk  Lines  is  large  in  absolute  figures,  but  is  small  in  pro- 
portion to  the  total.  It  may  be  said  that  about  60%  of  their 
tonnage  is  the  product  of  mines,  about  20%  is  manufactures, 
and  only  6%  to  8%  consists  of  products  of  agriculture  and 
animals.  Moreover,  the  proportion  of  agricultural  products  is 
likely  to  remain  small,  owing  to  the  fact  that  the  Middle  West 
now  consumes  more  than  it  did  a  generation  ago  and  turns 
more  corn  into  cattle  and  dressed  beef  before  shipping  Also 
the  railways  serving  the  Gulf  ports  have  diverted  an  increasing 
proportion  of  the  western  grain. 

As  a  result  of  the  difference  in  the  kind  of  freight  moving 
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east  and  west,  the  larger  tonnage  is  found  in  the  eastbound 
stream.  Back  in  1903  the  total  eastbound  freight  movement 
over  the  Pennsylvania  lines  was  84,401,000  tons,  while  west 
bound  the  tonnage  was  only  48,572,000,  or  only  a  little  over 
one-third  of  the  total.  A  similar  though  less  striking  differ- 
ence still  exists.  This  excess  of  eastbound  traffic  means  a 
large  empty  car  mileage  westbound,  as  the  equipment  must  be 
balanced  even  though  the  tonnage  is  unbalanced.  In  1907  the 
Interstate  Commerce  Commission  for  the  last  time  published 
figures  showing  the  mileage  of  loaded  and  empty  freight-cars 
in  different  directions.  In  that  year  the  mileage  of  loaded 
freight-cars  in  the  Trunk  Line  district  was  22.%  greater  east- 
bound  than  was  the  westbound  mileage,  and  the  mileage  of 
empty  freight-cars  moving  back  toward  the  west  was  42% 
greater  than  the  empty  mileage  eastbound. 

A  concrete  illustration  of  the  situation  is  revealed  in  the 
annual  report  of  the  Baltfmore  and  Ohio  Railroad  Company 
for  1920,  which  contains  the  following  figures : 

Home  and  Foreign  Freight  Equipment  Mileage 
Baltimore  and  Ohio  Railroad 


Eastward 

Westward 

Total  Freight- 
Car  Mileage 

Percentage 
Loaded 

Percentage 
Empty 

Total  Freight- 
Car  Mileage 

Percentage 
Loaded 

Percentage 
Empty 

I9I5. ... 

1920. . . . 

390,173,000 
482,786,000 

74-8 
794 

25.2 
20.6 

382,731,000 
480,737,000 

47.2 
494 

52.8 
50.6 

These  figures  indicate  a  considerable  dominance  of  east- 
bound  freight  traffic,  and  it  is  to  be  noticed  that  the  percentage 
of  loaded  car  mileage  is  very  much  higher  in  that  direction. 
While  not  conclusive  evidence  in  themselves,  the  figures  indi- 
cate that  for  this  line  at  least  the  lack  of  balance  was  some- 
what decreased  during  the  five  years  covered. 
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Density  o£  Freight  Traffic. — The  rather  unbalanced  traffic 
of  Trunk  Lines  is  more  than  offset  by  the  fact  that  these  roads 
have  a  greater  density  of  freight  traffic  than  any  other  large 
group  of  roads  in  the  country.  As  we  have  seen,  the  average  of 
the  ton-miles  per  mile  of  line  for  all  the  railways  was  1,698,000 
in  191 7.  In  that  year,  the  range  of  density  on  the  four  main 
Trunk  Lines  was  from  3,633,000  on  the  Baltimore  and  Ohio, 
up  to  6,1 15,000  on  the  Pennsylvania.  The  average  density  on 
the  Trunk  Lines  will  probably  be  in  the  neighborhood  of  4>4 
million  ton-miles  per  mile  of  line  for  some  years. 

With  the  exception  of  the  New  Haven  and  a  few  eastern 
roads  having  a  large  commutation  business,  the  Trunk  Lines 
also  have  the  densest  passenger  traffic. 

Large  Trainloads  and  Local  Traffic. — This  great  density 
of  traffic  is  the  more  advantageous  because  it  is  hauled  in  large 
trainloads.  The  average  trainload  for  all  Class  One  roads  in 
the  United  States  was  708  tons  in  1920.  In  March  of  that 
year  the  average  trainload  of  the  Trunk  Lines  ranged  from 
876  on  the  Pennsylvania,  up  to  944  on  the  Erie.  With  the 
exception  of  a  few  coal  carriers,  no  other  roads  made  such  a 

showing. 

Another  advantage  enjoyed  by  the  Trunk  Lines  is  the 
importance  of  "local  traffic"  on  these  roads.  By  local  traffic 
is  meant  that  which  both  originates  and  terminates  on  a  given 
railway  as  distinct  from  "through  traffic"  which  is  either  re- 
ceived from  or  delivered  to  other  lines.  Such  traffic  is  apt  to  be 
most  profitable  for  the  railways.  Two  of  the  four  main  Trunk 
Lines  have  a  larger  percentage  of  their  freight  originating  on 
their  own  lines  than  the  average  for  the  United  States  and  the 
average  for  the  group  is  higher  than  that  for  the  important 
New  England  and  Southern  roads. 

On  the  other  hand,  these  same  Trunk  Lines  have  a  large 
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quantity  of  highly  competitive  long-haul  traffic.  Under 
favorable  circumstances,  the  export  grain  traffic  may  be  very 
profitable,  but  at  times  in  the  past  it  has  been  hauled  at  rates 
which  w^ere  inadequate. 

Large  Profits  in  Spite  of  Low  Ton-Mile  Revenue  and 
High  Operating  Ratios. — An  examination  of  some  of  the 
results  reported  by  these  great  carriers  might  lead  one  to  think 
that  they  surely  must  be  unprofitable.  Consider,  for  example, 
the  following  facts.  The  Trunk  Lines  have  a  very  low  revenue 
per  ton-mile — lower  than  the  receipts  per  ton-mile  of  any  other 
group  of  railways  in  the  country  except  the  Southern  and 
Pocahontas  lines.  The  same  roads  have  very  low  average  re- 
ceipts per  passenger-mile.  As  a  result  of  these  facts  their  net 
revenue  per  train-mile  is  relatively  small.  And  to  make  mat- 
ters look  worse,  their  total  expenses  are  so  great  that  they 
show  a  higher  operating  ratio  than  do  the  roads  of  any  other 
section  of  the  country,  their  normal  ratios  (in  191 7)  ranging 
from  71%  on  the  New  York  Central,  up  to  86%  on  the  Erie. 
(In  1 9 19  the  ratios  ranged  from  80%  to  95-6%.) 

But  as  a  matter  of  fact,  the  Trunk  Lines,  as  everyone 
knows,  are  among  the  most  prosperous  and  their  net  earnings 
per  mile  of  line  are  normally  considerably  above  the  average 
for  the  United  States  or  for  any  large  section  of  the  country, 
ranging  (in  1917)  from  $5,110  on  the  Erie,  up  to  $12,000 
on  the  Pennsylvania. 

The  explanation  of  this  showing  lies  almost  entirely  in  the 
freight  traffic  density  found  on  these  roads.  The  large  volume 
of  their  business  makes  the  margin  of  profit  necessary  on 
each  ton-mile  and  passenger-mile  small  and  insures  large  profits 
when  business  is  normal.  Other  factors  explaining  the  large 
earnings  in  spite  of  low  receipts  per  ton-mile  and  large  ex- 
penses, are  the  following : 
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1.  The  low  average  receipts  per  ton-mile  are  partly  due 
to  the  large  proportion  of  competitive  long-haul  traffic  which 
moves  in  carloads  and  can  be  handled  at  very  low  unit  costs. 

2.  The  low  revenue  per  passenger-mile  is  partly  due  to 
the  large  commutation  traffic  of  some  of  the  roads.  For 
example,  the  average  receipts  per  passenger-mile  of  the 
Erie  have  been  the  lowest  of  the  group  for  this  reason. 

In  general,  the  low  average  receipts  are  more  than  balanced 
by  the  great  density  of  traffic  and  by  the  large  quantity  of 
freight  and  number  of  passengers  per  car  and  per  train,  which 
explain  why  the  Trunk  Lines  have  such  high  revenues 
per  train-mile. 

Of  course,  the  investment  in  road  and  equipment  per  mile 
of  line  should  always  be  considered  in  connection  with  earn- 
ings. In  the  case  of  the  Trunk  Lines  this  figure  amounts  to 
over  $150,000. 

Differences  among  Trunk  Lines. — There  may  be  some 
danger  in  treating  the  Trunk  Lines  as  a  group  of  overlooking 
the  differences  among  them.  In  the  chapter  on  Railway 
Statistics  a  comparison  between  the  Erie  and  the  Baltimore 
and  Ohio  was  made,  showing  that  in  one  year,  in  spite  of  the 
Erie's  greater  density,  it  had  the  lower  net  earnings  per  mile 
of  road,  a  fact  explained  by  its  smaller  carloads  and  greater 
operating  expense  per  train-mile.  Another  comparison  which 
will  throw  light  on  the  characteristics  of  these  roads  and  at 
the  same  time  bring  out.  important  differences,  is  that  between 
the  New  York  Central  and  the  other  three.  The  New  York 
Central  generally  has  net  earnings  per  mile  of  line  similar  to 
those  of  the  Pennsylvania  (these  two  roads  making  a  better 
showing  than  the  others  in  this  respect),  and  in  1919  had  con- 
siderably larger  net  earnings  per  mile  than  any  of  the  Trunk 
Lines.  It  also  had  the  lowest  operating  ratio  and  the  highest 
net   earnings   per   train-mile.      Yet   in    191 9   the    New    York 
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Central  had  a  freight  density  which  was  less  than  that  of 
either  the  Pennsylvania  or  the  Erie.  Its  average  carload  was 
not  so  great  and  its  average  receipts  per  ton-mile  were  lower: 

How,  then,  is  the  favorable  showing  of  the  New  York 
Central  as  to  net  earnings  to  be  accounted  for?  The  answer 
is  to  be  found  chiefly  in  the  advantage  which  that  road 
possesses  in  its  relatively  level  and  straight  route.  Its  low 
grades  and  small  degree  of  curvature  mean  lo\y  operating  ex- 
penses. Thus  an  examination  of  the  statistics  will  show  that 
its  ratio  of  "helper"  locomotive  mileage  to  total  locomotive 
mileage  was  much  lower  than  that  of  any  of  the  Trunk  Lines, 
and  its  expense  per  train-mile  was  also  the  lowest. 

We  may  conclude  this  analysis  of  operating  and  traffic 
conditions  among  the  Trunk  Lines  with  a  summary  table 
showing  the  proportions  of  various  commodities  in  their  traffic 
(New  England  roads  included)  : 


Commodity  Statistics  for  Eastern  District 
(New  England  and  Trunk  Lines) 


%   of    Aggregate 
Tonnage  Origi- 
nating on  Road 

Products  of  Agriculture: 

Grain   2.17 

Flour   47 

Other  mill  products 52 

Hay    50 

Tobacco    05 

Cotton 04 

Fruit  and  vegetables    1.14 

Other  products  of  agriculture 40 

Total    S-29 


%   of   Total    Freight 
Tonnage 


2.60 
1.07 
.78 
.48 
.09 
•17 

1-57 
■47 


Animals  and  Products  : 

Livestock    

Dressed  meats 

Other   packing-house   products 

Poultry,  game,  and  fish   

Wool   

Hides  and  leather   

Other  animals  and  products  . . 


.61 
.26 

•37 
.10 
.07 
•  17 

•57 


Total   2.15 


723 


51 
44 
43 
17 
08 
22 
53 

2.38 
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%   of   Aggregate       %   of   Total   Freight 

Tonnage  Origi-  Tonnage 
nating  on  Road 

Products  of  Mines  : 

Anthracite  coal  1396  10.66 

Bituminous  coal   30.58  32.69 

Coke    3-6i  304 

Ores    i.oo  4.25 

Stone,  sand,  and  other  like  articles 9.29  6.10 

Other  products  of  mines    58  .81 

Total 59-02  57.55 

Products  of  Forests  : 

Lumber   2.00  Z-7Z 

Other  products  of  forests  1.25  1.25 

Total    325  4-98 

Manufactures  : 

Petroleum  and  other  oils  1.72  1-79 

Sugar  38  .39 

Naval   stores    11  .09 

Iron,  pig  and  bloom  1.68  1. 51 

Iron  and  steel  raivs  44  -38 

Other  castings  and  machinery    2.26  2.00 

Bar  and  sheet  metal   3-37  2.99 

Cement,  brick,  and  lime    3-57  3-19 

Agricultural   implements    14  -13 

Wagons,   carriages,   tools,  etc 64  .58 

Wines,  liquors,  and  beers   IS  -^5 

Household  goods  and  furniture 17  -^7 

Other  manufactures 5-29  5-25 

Total    j_._^ 1992  18.62 

Miscellaneous   Commodities  not  specified 

above  (carload  rates) 5-58  4-61 

L.  C.  L.  (less-than-carload)  Goods  not  dis- 
tributed above  4-79  4-63 

Grand  Total 100.00  100.00 


CHAPTER  VIII 

THE  COAL  ROADS 

The  Anthracite  Roads 

The  Roads  and  Their  Location. — The  anthracite  roads,  so 
called  because  of  the  important  position  occupied  in  their  traffic 
by  anthracite  coal,  include  a  small  group  of  relatively  short 
carriers  operating  in  eastern  Pennsylvania,  New  Jersev  and 
New  York  (see  Fig.  13).  The  roads  comprised  within  this 
group  are : 

1.  Philadelphia  and   Reading  Railway  Co.     (Philadelphia  to  Alt.   Carbon, 

Pa.) 

2.  Central   Railroad   of   New   Jersey    (Jersey   City   to   Scranton,    Pa.,   via 

Phillipsburg,  N.  J.) 

3.  Lehigh    Valley    Railroad    Co.     (Jersey    City    to    Buffalo,    via    Wilkes- 

Barre) 

4.  Delaware,    Lackawanna    and    Western    Railroad    Co.      (Jersey    City    to 

Buffalo,  via  Scranton) 

5.  Delaware    and    Hudson    Co.       (Wilkes-Barre    to    Albany — branch    to 

Rouse's  Point,  N.  Y.,  near  the  Canadian  border) 
Albany  and  Susquehanna  Railroad  Co. 

6.  New    York,    Ontario   and    Western    (controlled    by    the    New    Haven), 

(Cornwall,  N.  Y.,  to  Oswego,  N.  Y. ;  with  a  leased  line  to  Scranton) 

The  New  York,  Ontario  and  Western  reaches  New  York 
harbor  by  agreement  with  the  West  Shore  Railway. 

These  roads  are  all  short,  the  operating  company  owning  in 
each  case  from  200  to  400  miles  of  line  and  controlling  by 
lease  or  otherwise  a  few  hundred  miles  more. 

All  the  anthracite  roads  serve  to  connect  the  anthracite 
coal  fields  with  tide  water  at  New  York  or  Philadelphia,  gen- 
erally following  the  route  of  some  old  canal,  pursuing  the  val- 
leys of  the  Susquehanna,  the  Schuylkill,  and  Delaware  rivers. 

120 


Ch.  8] 


THE  COAL  ROADS 


121 


ANTHRACITE  COAL 
GROUP 

—  D.&H. 

N.Y.O.&  Wn. 
D.LdW. 
Phil.  &  Reading 
Cenf.R.ofNJ. 
—  •  —  •  Lehigli  Valley 

( Lehigh  and  Hudson , 

and  Lehigh  and  Hew  England 
roads.) 


Fig.  13. — Anthracite  Coal  Roads 


Most  of  them  strike  north  to  the  Great  Lakes-St.  Lawrence 
Valley  and  reach  Lake  Erie,  Lake  Ontario,  or  the  St.  Lawrence 
at  Buffalo,  Oswego,  or  Montreal. 


L 
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A  few  Other  railways,  notably  the  Erie  and  the  Pennsyl- 
vania, have  a  large  anthracite  coal  traffic,  but  they  have  other 
traffic  which  outweighs  the  anthracite  in  importance,  and  a 
wider  sphere  of  influence. 

Relation  between  the  Railways  and  Coal  Mines. All  the 

anthracite  roads  are  pretty  closely  affiliated  with  the  ownership 
of  coal  lands  and  the  mining  of  coal.  Formerly,  each  of  them 
directly  or  indirectly  owned  coal  lands.  As  the  result  of  legis- 
lation by  the  federal  government  they  have  recently  taken  steps 
to  segregate  their  coal  properties,  with  the  general  result  that 
those  properties  are  now  related  to  the  railways  through  a  mere 
community  of  stockholding,  the  stockholders  of  the  railways 
having  been  given  the  right  to  purchase  the  stock  of  the  new 
coal  companies  that  have  been  organized. 

Fairly  typical  of  the  general  situation  is  the  history  of  the 
Delaware,  Lackawanna  and  Western.  Prior  to  1909  the  rail- 
way owned  coal  lands,  mined  coal,  and  sold  it,  in  addition  to 
performing  its  functions  as  a  carrier.  About  the  time  the  so- 
called  "commodities  clause,"  which  prohibits  a  railway  from 
transporting  commodities  produced  or  owned  by  it,  was  added 
to  the  Interstate  Commerce  Commission  law,  the  railway 
organized  the  Delaware,  Lackawanna  and  Western  Coal  Com- 
pany which  acted  as  a  selling  concern.  Further  action  by  the 
government  led  it  in  September,  1921,  to  dispose  of  its  coal 
properties,  turning  them  over  to  the  Glen  Alden  Coal  Com- 
pany. The  Glen  Alden  shares  were  offered  to  the  railway's 
stockholders,  and  Glen  Alden  bonds  were  issued  to  the  railway 
company.  In  March,  1927,  Glen  Alden  bonds  were  turned 
over  to  the  Lackawanna  Securities  Company,  formed  in  that 
year  as  the  last  step  in  the  complete  segregation  of  the  coal 
properties.  A  proposal  was  then  made  to  distribute  Lacka- 
wanna Securities  Company  stock  to  the  Delaware,  Lackawanna 
and  Western  stockholders  and  this  feature  of  the  plan  has  met 
the  approval  o.f  the  Interstate  Commerce  Commission. 
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Nature  of  the  Anthracite  Industry  as  Affecting  Transpor- 
tation— Natural  Monopoly. — The  only  factor  which  we  need 
to  discuss  as  a  general  background  for  understanding  the  an- 
thracite roads  is  the  nature  of  anthracite  coal.  This  com- 
modity has  a  numl^er  of  peculiarities  which  largely  determine 
the  operation  of  the  anthracite  roads. 

In  tlie  first  place,  the  mining  of  anthracite  coal  is  what 
economists  call  a  "natural  monopoly."  By  this  is  meant  a 
monopoly  which  arises  from  the  nature  of  the  product  or  the 
process  required  to  produce  it,  and  may  be  said  to  be  inherent 
in  the  nature  of  the  industry.  A  primary  cause  of  natural 
monopoly  in  this  case  is  the  narrowly  restricted  area  in  which 
anthracite  coal  is  found.  Practically  all  the  anthracite  coal  in 
this  country  is  found  in  a  small  area  of  480  square  miles 
in  the  northeastern  part  of  Pennsylvania.  Naturally  the 
anthracite  lands  were  bought  up  long  ago  and  are  held  by  a 
very  few  companies.  In  1921,  75%  of  the  output  was  pro- 
duced by  a  group  of  eight  companies.  Under  such  circum- 
stances, competition,  as  it  springs  up,  becomes  cutthroat  and 
soon  ceases.  In  the  case  of  anthracite  coal  the  monopoly  ele- 
ment based  on  limited  natural  resources  is  reinforced  by  other 
factors  of  an  economic  character  which  will  appear  among 
the  following  points. 

The  most  important  demand  for  anthracite  (that  for  the 
"prepared  sizes")  is  a  seasonal  demand  depending  upon  the 
heating  and  cooking  requirements  of  the  household.  The  peak 
comes  in  the  fall  and  winter  months  and  declines  in  summer. 
But  equipment  and  labor  required  to  handle  the  peak  load  must 
be  maintained,  and  consequently  there  is  an  annual  capacity  in 
excess  of  demand.  This  inevitably  results  in  a  tendency  to 
overproduction,  which  is  one  of  the  reasons  why  competition 
does  not  work  successfully  in  the  anthracite  coal  industry. 

The  foregoing  situation  is  accentuated  by  the  fact  that 
storage  is  not  practicable.  It  would  be  expensive,  as  the  cost 
of  loading  and  unloading  at  storage  bins  would  be  great — to 
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say  nothing  of  the  "degradation"  which  results  from  handhng 
— while  storage  on  wheels  would  mean  too  great  an  invest- 
ment. Anthracite  coal,  too,  deteriorates,  becoming  "rusty" 
and  losing  in  market  value. 

Dependence  of  the  Carriers  on  Coal  Traffic. — Finally,  this 
product  has  an  unusually  close  relation  to  transportation.  The 
anthracite  roads,  like  their  predecessors,  the  tidewater  canals, 
were  built  primarily  for  the  purpose  of  hauling  coal.  As  they 
depended  almost  entirely  upon  it  for  their  traffic,  they  naturally 
sought  to  equalize  the  working  of  the  mines  so  that  they  might 
operate  the  year  around  on  a  steady  basis.  They  have  always 
sought  to  stabilize  production.  It  is  well  to  recognize  that 
when  an  industry  and  a  railway  are  so  vitally  interdependent, 
the  two  must  jointly  partake  of  the  nature  of  the  railway  and 
be  affected  with  a  peculiar  public  interest. 

To  some  extent  the  development  of  population  and  other 
industries  within  their  territories  have  modified  the  intense 
dependence  of  the  anthracite  roads  upon  their  mines;  and,  like 
the  Central  of  New  Jersey  and  the  Delaware,  Lackawanna  and 
Western,  these  roads  have  expanded  the  scope  of  their  busi- 
ness. Nevertheless,  it  is  likely  that  with  one  or  two  exceptions 
they  will  long  retain  their  peculiar  characteristics. 

As  the  anthracite  roads  do  not  dominate  any  clearly  defined 
territory,  it  is  practically  impossible  to  compare  their  tracks 
and  equipment  with  any  unit  or  area  of  population.  It  is  of 
some  interest,  however,  to  note  that  these  roads  have  an  un- 
usually high  capitalization  per  mile  of  line — probably  the 
highest  of  any  group  of  roads.  The  Lackawanna  and  the 
Lehigh  Valley  railways,  for  example,  are  capitalized  at  about 
$440,000  per  mile.  This  is  at  least  partly  due  to  the  expensive 
construction  required  to  enable  the  economic  hauling  of  heavy 
coal  traffic  over  steep  grades  and  sharp  curves  which  are  caused 
by  the  semi-mountainous  territory  surrounding  the  coal  fields. 
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Percentage  of  Anthracite  in  Traffic — A  natural  question 
that  arises  in  one's  mind  is,  What  proportion  of  coal  must 
there  be  in  a  road's  trafific  to  warrant  calling  it  a  coal  road? 
The  commodity  statistics  show  that  the  most  typical  ones  of 
the  anthracite  roads — the  Lackawanna,  the  Lehigh  Valley,  the 
Delaware  and  Hudson,  and  the  New  York,  Ontario  and  West- 
ern— all  have  more  than  40%  of  their  revenue  freight  tonnage 
in  the  shape  of  anthracite  coal.  In  addition,  the  traffic  of  the 
first  three  of  these  roads  contains  from  18%  to  20%  of  other 
products  of  mines.  Accordingly,  we  may  say  that  an  anthracite 
road  is,  as  a  rule,  one  whose  traffic  consists  to  the  extent  of 
over  40%  of  anthracite  coal.  Anthracite  coal  has  been  over 
60%  of  the  tonnage  of  the  New  York,  Ontario  and  Western. 

The  Central  of  New  Jersey  has  a  traffic  which  contains 
about  ^.y^o  of  anthracite  and  a  similar  quantity  of  other  prod- 
ucts of  mines,  and  may  accordingly  be  classed  as  an  an- 
thracite road  to  a  less  extent  than  the  others;  while  the  Phila- 
delphia and  Reading  is  losing  its  former  character  as  an 
anthracite  road  to  a  very  large  extent.  Its  bituminous  ton- 
nage has  so  increased  as  to  exceed  its  anthracite  tonnage  con- 
siderably, and  its  merchandise  traffic  is  also  heavier.  Only 
22%  of  its  tonnage  is  anthracite. 

It  may  be  safely  stated  that  over  one-third  of  the  operating 
revenue  of  an  anthracite  road  comes  from  its  anthracite  coal 
traffic  and  in  some  cases  as  much  as  over  one-half. 

Salient  Traffic  Characteristics. — The  salient  characteristics 
of  the  traffic  of  the  anthracite  roads  are  nearly  all  connected 
with  the  coal  industry.  Some  of  the  most  obvious  ones  are 
the  following: 

A  large  percentage  of  the  traffic  originates  on  the  line  of 
the  road  which  hauls  it  to  destination. 

A  similarly  large  part  of  the  traffic  is  pretty  closely  con- 
trolled by  the  railway,  or,  more  accurately  speaking,  is  con- 
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trolled  by  the  same  interests  which  also  control  tlie  railway. 

The  bulk  of  the  traffic  moves  to  tidewater  points,  only 
about  20%  of  all  the  anthracite  coal  going  to  the  west. 

As  a  result  of  this  predominance  of  movement  to  tide- 
water there  is  rather  a  large  empty-car-mileage.  The  propor- 
tion of  empty  cars  on  the  anthracite  roads  has  averaged  about 
33%,  and  while  not  quite  as  large  as  in  the  case  of  the  Trunk 
Lines,  it  is  above  the  average. 

Also  connected  with  the  nature  of  the  traffic  is  the  rela- 
tively short  haul,  the  distance  moved  by  the  average  ton  being 
only  a  little  over  1 15  miles  as  compared  with  the  United  States 
average  of  about  180  miles  and  a  Trunk  Line  average  in  the 
neighborhood  of  200  miles. 

High  Net  Earnings  Per  Mile. — The  ooitstanding  charajc- 
teristic,  however,  is  the  high  net  earnings  per  mile  of  road, 
which,  in  turn,  are  due  to  an  extremely  dense  freight  traffic 
coupled  with  a  very  larg^  freight  revenue  per  train-mile.  The 
net  operating  revenue  per  mile  of  road  is,  on  the  average,  even 
larger  than  that  of  the  Trunk  Lines  and  is  probably  the  largest 
of  any  group  of  railways  in  the  United  States.  In  191 7  the 
net  earnings  of  the  chief  anthracite  roads  averaged  over 
$i2,coo  per  mile. 

This  favorable  showing  is  partly  due  to  the  extremely 
dense  freight  traffic.  The  Philadelphia  and  Reading  probably 
has  the  greatest  freight  density  of  any  important  common 
carrier  in  the  world. ^  Its  ton-miles  per  mile  of  line  in  191 7 
were  6,565,000,  or  550,000  greater  than  the  showing  of  the 
Pennsylvania. 

More  than  this,  the  anthracite  roads  have  an  unusually 
high  revenue  per  ton-mile,  which,  coupled  with  their  large 
trainloads,  means  a  very  large  revenue  per  freight-train-mile. 


'  Exceeded    only   by   a    few    ore   and    soft-coal    carriers    such    as    Bessemer    and    Lake 
Erie  and   Pittsburg  arul  Lake  Erie. 
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In  the  latter  respect,  they  make  the  strongest  showing  of  any 
group  of  railways  in  the  country,  in  which  they  are  led  by  the 
Delaware,  Lackawanna  and  Western. 

The  high  revenue  per  ton-mile  received  by  the  anthracite 
roads  may  be  explained  by  the  fact  that  anthracite  coal  in  all 
the  eastern  territory  moves  on  rates  which  are  established  by 
individual  lines.  Due  to  the  relation  between  the  carriers  and 
the  coal  traffic  which  have  been  described,  it  is  natural  that 
rather  high  rates,  considering  the  grade  of  the  traffic,  are 
charged.  Also  the  anthracite  roads  have  a  rather  high  per- 
centage of  manufactured  products  which  helps  to  bring  up  the 
ton-mile  revenue. 

Dense  Passenger  Traffic. — Several  of  the  anthracite  roads, 
in  addition  to  the  strong  showing  as  to  freight  traffic,  have 
the  advantage  of  an  extraordinarily  dense  passenger  traffic. 
The  most  notable  of  these  are  the  Delaware,  Lackawanna  and 
Western  and  the  Central  of  New  Jersey,  both  of  which,  in 
1 919  had  over  670,000  passenger-miles  per  mile  of  line  against 
an  average  for  the  United  States  of  198,000.  This  showing 
in  both  cases  is  chiefly  due  to  the  large  commutation  business 
within  the  50-mile  zone  around  New  York  City.  The  average 
for  the  whole  group,  however,  would  be  in  the  neighborhood 
of  350,000  passenger-miles,  which  is  exceeded  by  only  a  few 
of  the  New  England  roads  and  Trunk  Lines. 

The  Pocahontas  Roads 

The  Roads  and  Their  Location. — The  Pocahontas  roads, 
sometime  called  "soft  coalers,"  (see  Fig.  14)  are  so  called 
because  they  serve  the  celebrated  Pocahontas  coal  district,  and 
the  bulk  of  their  traffic  consists  of  soft  coal.  This  group  con- 
sists of  the  following  roads: 
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1.  Chesapeake  and  Ohio  Railway  Co.     (Fort  Monroe  and  Newport  News, 

Va.,  to  Cincinnati,  with  trackage  rights  into  Chicago) 
Hocking  Valley  Railway  Co.  (to  Toledo,  Ohio),  (Affiliated  with  New 
York,  Chicago  and  St.  Louis,  and  Lake  Erie  and  Western) 

2.  Norfolk  and  Western  Railway  Co.      (Norfolk  to  Cincinnati;   trackage 

rights  to  Columbus,  Ohio) 

3.  Virginian  Railway  Co.     (Deepwater,  West  Va.,  to  Sewell's  Point,  Va., 

near  Norfolk) 

These  roads  all  extend  from  the  West  Virginia  coal  fields 
to  tidewater  in  the  neighborhood  of  Norfolk.  The  two  chief 
lines,  the  Chesapeake  and  Ohio,  and  the  Norfolk  and  Western, 
run  down  the  west  slope  of  the  Alleghenies  into  the  Middle 
West.  To  some  extent,  therefore,  the  Pocahontas  roads  re- 
semble the  anthracite  roads,  but,  as  we  shall  see,  their  opera- 
tions are  on  a  more  extensive  scale  and  they  serve  a  less 
densely  developed  industrial  region. 

All  these  roads  are  of  relatively  recent  development  and 
the  Virginian  Railway  only  began  operation  in  1909.  The 
Norfolk  and  Western  is  a  Virginia  corporation  of  1896, 
created  after  the  foreclosure  of  early  companies,  and  the 
Chesapeake  and  Ohio  is  a  West  Virginia  corporation  of  1878, 
which  was  reorganized  in  i< 


Their  Relation  to  Coal. — The  Pocahontas  roads  own  large 
bituminous  coal  properties,  chiefly  in  West  Virginia.  The 
Norfolk  and  Western  owns  nearly  all  the  stock  of  the  Poca- 
hontas Coal  and  Coke  Company  and  of  the  Virginia  Holding 
Corporation,  while  the  Chesapeake  and  Ohio  in  191 7  acquired 
the  Western  Pocahontas  Fuel  Company  and  owns  other  coal 
lands. 

These  coal  lands  lie  in  the  mountainous  area  of  West 
Virginia  and  the  roads  cross  the  Alleghenies,  This  makes 
heavy  grades  and  sharp  curves,  but  the  grades  are  favorable 
to  the  heavy  traffic,  which  originates  at  the  highest  points  on 
the  line.     To  even  a  greater  extent  than  the  anthracite  roads, 


130  RAILWAY  GEOGRAPHY  [Pt.  II 

the  railways  now  under  discussion  are  specialized  in  coal 
carrying.  An  examination  of  the  commodity  statistics  will 
show  that  in  their  case  only  one  commodity  need  be  considered 
— soft  coal.  Indeed,  75%  of  the  tonnage  of  the  Chesapeake 
and  Ohio,  and  Norfolk  and  Western,  consists  of  mineral  prod- 
ucts, nearly  all  of  which  is  coal;  and  the  Virginian  Railway 
hauls  over  90%  bituminous  coal. 

Differences  among  the  Pocahontas  Roads. — The  chief  in- 
dividual variations  are  the  following :  The  Chesapeake  and 
Ohio  hauls  a  considerable  tonnage  of  grain  for  export,  thus 
showing  a  trace  of  the  Trunk  Line  character,  and,  as  already 
noted,  with  its  entrance  into  Chicago  this  road  became  a  factor 
in  the  Trunk  Line  situation.  Its  recent  affiliation  through 
common  ownership  with  the  New  York.  Chicago  and  St.  Louis 
and  subsidiaries  gives  it  a  broad  outlet  for  coal  to  the  North 
and  West,  and  increases  its  claim  to  be  a  "Trunk  Line."  The 
Norfolk  and  Western  hauls  considerable  quantities  of  coke 
and  ore,  together  with  an  appreciable  percentage  of  manufac- 
tured products,  and  it  is  to  be  noted  that  this  road  serves  in 
part  a  more  highly  developed  industrial  section.  It  has  been 
controlled  through  stock  ownership  by  the  Pennsylvania 
Railroad. 

Large  Originating  Tonnage*  but  Unbalanced  Traffic. — 
Owing  to  the  traffic  conditions  thus  outlined,  one  can  readily 
infer  the  situation  as  to  percentage  of  freight  originating  on 
the  line.  An  extraordinarily  large  percentage  of  the  traffic  of 
the  Pocahontas  roads  originates  on  their  own  lines.  Such 
traffic  is  about  75%  of  the  total,  the  highest  percentage  of  any 
group  of  railways  in  the  country.  It  is  probable  that  with 
industrial  development,  however,  they  will  gradually  come  to 
receive  more  freight  from  connections. 

Under  the  circumstances  outlined  thus  far,  what  must  one 
infer  as  to  the  balance  of  the  traffic  on  Pocahontas  roads? 
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There  can  be  but  one  answer  in  view  of  the  predominance  of 
the  coal  mining  in  West  Virginia.  Probably  the  Pocahontas 
roads  have  the  most  unbalanced  traffic  of  any  important  lines 
in  the  country.  They  move  heavy  coal  trains  down  grade  from 
their  West  Virginia  mines  and  have  but  little  to  haul  back. 
As  a  result,  they  have  a  very  large  average  proportion  of  empty 
cars  per  train  and  are  even  less  favorably  situated  in  this  respect 
than  the  Trunk  Lines  and  the  anthracite  roads.  In  both  1920 
and  1921  their  percentage  of  loaded  car-miles — 61%  and  57% 
respectively — was  the  lowest  of  any  group,  the  average  for 
Class  One  roads  in  the  United  States  being  68%  in  1920  and 
63%  in  1921. 

From  the  mines  the  coal  moves  both  east  and  west.  The 
eastbound  tonnage  is  generally  the  larger,  as  appears  in  the 
following  table,  but  since  1922  the  opposite  has  been  true  due 
to  heavier  coal  movement  to  the  west  and  northwest  from 
non-union  fields. 

Coal  Traffic  on  Pocahontas  Roads 


Year 


17.707,774 
16,484,291 

18,410,546 
1^,222,400 

920.  ■.'.'. '.'..;.... I   16,480,516 


1916 
1917 
1918 
1919 


Eastbound 
(net  tons) 


Westbound 
(net  tons) 


14-923-207 
14,880,111 
11,470,665 
12,285,071 
10,564,197 


Total 
(net  tons) 


32,630,981 
31,3(54,402 
29,881,211 
25.507-471 
26,945,713 


There  are  two  grades  of  coal  produced  in  the  Pocahontas 
territory.  One  is  a  highly  volatile,  smokeless  grade  suitable 
for  bunkering  ships,  and  this  mostly  moves  to  the  east.  The 
lower  grade,  "gas  coal,"  is  chiefly  shipped  into  the  Middle 
West,  and  into  the  Northwest  via  the  Great  Lakes. 

It  must  not  be  thought,  however,  that  in  the  case  of  the 
Pocahontas  roads,  this  extremely  unbalanced  traffic  results  m 
unprofitable  operation.  Their  traffic  has  several  features 
which  more  than  compensate. 
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1.  The  heavily  loaded  trains  move  doxvn  grade,  while  it  is 
the  empties  that  have  to  be  hauled  up. 

2.  They  have  a  very  long  Jiaul,  ranging  in  1919  from  an 
average  of  264  miles  on  the  Norfolk  and  Western  up  to 
353  miles  on  the  Virginian — a  longer  average  haul  per  ton 
than  is  found  on  any  eastern  roads. 

3.  Perhaps  as  important  as  any  of  the  compensating 
features  is  the  very  rapid  movement  secured  on  these  lines, 
their  average  car-miles  per  car  day  being  greater  than  that 
found  in  any  other  section.  In  1920  when  business  was  good 
the  average  number  of  car-miles  per  car  day  for  the  Poca- 
hontas region  was  35.3  against  a  United  States  average  of 
25.1,  and  in  1921  the  region  averaged  nearly  24  miles  per 
car  day  as  against  22.4  for  all  Class  One  roads. 

Low  Ton-Mile  Revenue ;  High  Total  Net  Revenue. — From 
the  revenue  point  of  view,  one  naturally  reflects  that  the  pre- 
dominance of  bituminous  coal,  which  classes  as  a  low-grade 
commodity,  must  result  in  low  receipts  per  ton  per  mile,  and  it  is 
true  that  the  ton-mile  revenue  of  the  Pocahontas  roads  is  re- 
markably low.  It  was  as  low  as  45  hundredths  of  a  cent  in 
191 7,  and  it  runs  more  than  y/2  mills  under  the  average  for 
the  United  States. 

The  ton-mile  revenue  prevents  the  receipt  of  high  gross 
revenue  per  freight-train-mile  even  though  the  trainloads  are 
large. 

How,  then,  is  the  fact  that  the  Pocahontas  roads  have  a 
very  high  net  revenue  both  per  train-mile  and  per  mile  of  road 
to  be  explained?  Their  train-mile  net,  which  normally  runs 
well  over  $1.00,  is  exceeded  by  few  lines.  Their  net  per  mile 
of  road  in  1917  ranged  from  $6,856  on  the  Chesapeake  and 
Ohio  up  to  $11,867  on  the  Norfolk  and  Western,  a  showing 
which  places  them  in  the  same  class  with  the  Trunk  Lines. 
The  answer  to  the  question  is  not  to  be  found  in  the  density 
of  their  traffic,  although  this  is  about  the  same  as  that  of  the 
Trunk  Lines  and   the  anthracite   roads  and  consequently  is 
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great.  We  have  seen  that  it  is  not  to  be  found  in  the  balance 
of  their  traffic.  Rather  it  is  found  in  the  three  following 
factors : 

1.  Heavy  trainloads.  The  Pocahontas  roads  have  the 
heaviest  average  trainloads  of  any  group  of  railways  in 
the  United  States.  Their  net  tons  per  train  average  about 
1,200.  The  Virginian  Railway  has  an  average  of  about 
1,700  tons  per  train. 

2.  Large  carloads.  The  average  net  tons  per  loaded  car 
for  these  roads  is  42,  as  against  an  average  for  the  United 
States  of  about  28.  This  means  a  large  percentage  of  net 
weight  compared  with  gross  weight,  and  the  Pocahontas 
roads  have  the  largest  ratio  of  net  ton-miles  to  gross  ton- 
miles  (excluding  locomotive  and  tender)  of  any  roads  in  the 
country.  In  1920  it  was  54%  as  against  49%  for  the  United 
States,  and  in  1921,  49%  as  against  45%  for  the  country. 

3.  Rapid  movement  of  cars. 

These  appear  to  be  the  chief  operating  characteristics  which 
enable  the  Pocahontas  roads  to  offset  their  low  ton-mile 
revenue  and  to  show  large  net  earnings  per  mile.  The  cost  per 
t07t-mik  of  the  chief  items  of  train  operating  expense  is  very 
considerably  less  than  that  in  any  other  group  of  railways, 
although  these  expenses  per  train-mile  are  somewhat  above  the 
average  for  the  country  as  a  whole,  a  situation  which  can  only 
be  explained  by  the  three  factors  just  mentioned  coupled  with 
the  favorable  grades  in  the  direction  of  the  heavy  traffic  and 
the  low  cost  of  their  fuel. 

Very  Low  Operating  Ratios. — Li  191 7  the  Norfolk  and 
Western  had  the  lowest  operating  ratio  of  any  great  eastern 
railway  system,  its  figure  being  62%.  The  Virginian  Rail- 
way, with  an  operating  ratio  of  55%,  was  excelled  in  this 
respect  by  only  a  handful  of  railways  throughout  the  whole 
country,  none  of  which  had  so  dense  a  traffic.  The  Chesa- 
peake and  Ohio,  with  a  ratio  of  69%,  was  below  the  average. 


CHAPTER  IX 

SOUTHERN  RAILWAYS 

Chief  Southern  Roads. — The  railways  of  the  South  (see 
Fig.  15)  have  their  peculiar  characteristics  arising  from  the 
industrial  and  social  conditions  in  that  section.  These  roads, 
as  we  shall  see,  vary  rather  widely  among  themselves,  but  they 
have  enough  in  common  to  warrant  discussing  them  as  a  group. 
Great  development  has  taken  place  in  the  South  during  the 
last  generation,  and  more  is  to  come ;  consequently,  the  student 
of  railway  geography  must  be  specially  alert  to  make  allowance 
for  change  in  considering  this  group  of  roads. 

The  chief  railways  of  the  South  are  the  following: 

1.  Atlantic   Coast   Line   Railroad   Co.      (Richmond,   Va.,   to   Jacksonville, 

Fla.,  and  other  Florida  points) 
Louisville  and  Nashville  Railroad   Co.     (New  Orleans  to   St.  Louis, 

Louisville,  and  Cincinnati) 
Nashville,  Chattanooga  and  St.  Louis  Railway 

2.  Seaboard  Air  Line  Railway  Co.     (Richmond,  Va.,  to  Tampa,  Fla.) 

3.  Southern  Railway  Co.    (Washington  to  Mobile  and  New  Orleans,  via 

Atlanta  and  Birmingham;  reaches  Cincinnati  and  St.  Louis) 
Alabama  Great  Southern  Railroad  Co. 
Georgia  Southern  and  Florida  Railway  Co. 
Mobile  and  Ohio  Railroad  Co. 
New  Orleans  and  Northeastern  Railroad  Co. 
Cincinnati,  New  Orleans,  and  Texas  Pacific  Railway  Co. 

4.  Illinois  Central  Railroad  Co.  (Chicago  to  New  Orleans) 

Chicago,  St.  Louis  and  New  Orleans  Railroad  Co. 

Central  of  Georgia  Railway  Co.     (Birmingham  to  Savannah) 

Yazoo  and  Mississippi  Valley  Railroad  Co. 

The  Atlantic  Coast  Line,  the  Seaboard  Air  Line,  and  the 
Southern  have  part  control  over  the  Richmond,  Fredericks- 
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Fig.  15. — Southern  Roads 
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burg  and  Potomac  Railroad,  a  short  line  between  Richmond 
and  Washington  which  serves  as  a  "bridge"  between  the  two 
seaboard  routes  and  the  North. 

Direction  and  Grouping  of  Southern  Lines. — At  a  glance 
it  is  obvious  that  these  chief  southern  railway  lines  have  a  gen- 
eral north  and  south  trend.  The  Trunk  Lines  and  the  Pocahon- 
tas roads  extend  east  and  west  to  connect  Chicago  and  St.  Louis 
with  the  northern  Atlantic  ports.  There  is  no  such  great 
agricultural  and  manufacturing  territory  back  of  the  southern 
ports,  however,  and  even  if  there  were  the  Gulf  ports  to  the 
south  would  divert  the  traffic.  On  the  whole,  it  may  be  said 
that  the  chief  railways  of  the  South  have  been  built  and  de- 
veloped for  one  or  more  of  the  following  reasons  :\ 

1.  To  exchange  the  agricultural  products  of  the  South 
for  the  manufactures  of  the  Northeast. 

2.  To  exchange  the  agricultural  products  of  the  South  for 
the  grain  and  manufactures  of  the  Middle  West. 

3.  To  haul  the  cotton  raised  in  the  South  to  the  nearest 
ports — Wilmington,  Charleston,  Savannah,  Jacksonville, 
Pensacola,  Mobile,  and  New  Orleans.  This  fact  will  explain 
the  general  North  and  South  trend  of  the  roads  with  their 
local  concentration  upon  a  number  of  ports. 

The  various  great  Southern  systems  mentioned  may  be 
subdivided  into  groups.  One  way  of  looking  at  the  matter 
would  be  to  emphasize  the  Allegheny  Mountains  and  to  point 
out  that  east  of  those  mountains  lie  the  Atlantic  Coast  Line 
and  the  Seaboard  Air  Line,  together  with  the  main  stem  of 
the  Southern  Railway,  stretching  from  Washington  to  Atlanta ; 
while  west  of  the  Alleghenies  lie  the  Illinois  Central  and  the 
Louisville  and  Nashville,  together  with  the  network  of 
southern  railways  which  extends  from  New  Orleans  and 
Mobile  to  St.  Louis  and  Cincinnati.    The  eastern,  or  seaboard, 
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lines  may  be  roughly  said  to  connect  the  Virginia  cities  and 
Washington  with  Atlanta  and  the  southern  ports,  such  as 
Jacksonville;  while  the  western  or  Mississippi  Valley  lines  in 
the  South  radiate  from  New  Orleans  and  Mobile  to  the  Ohio 
River  crossings  and  Memphis. 

In  reality,  when  the  matter  is  looked  at  more  from  the 
traffic  point  of  view,  there  are  three  railway  areas  in  the  South : 

1.  The  Seaboard  Area 

Atlantic  Coast  Line  and  Seaboard  Air  Line 

2.  The  Mountain  Area 

Southern  Railway   (main  line)   and  Louisville  and  Nashville 

3.  Mississippi  Valley  Area 

Illinois  Central 

Yazoo  and  Mississippi  Valley 

Southern  Railway  (Mobile-St.  Louis  lines) 

The  Gateways  to  Southern  Territory. — On  account  of 
mountains  and  rivers  the  Southern  railways  have  been  focused 
on  a  number  of  "gateways,"  or  points  at  which  these  natural 
barriers  could  be  most  conveniently  crossed.  The  chief  of  these 
points  are  the  various  "Ohio  River  Crossings,"  the  "Virginia 
Gateways,"  and  Atlanta,  Georgia. 

The  principal  "gateways"  for  the  flow  of  traffic  into  and 
out  of  Southern  territory  are  as  follows: 

1.  At  Hagerstozm,  Md.,  Potomac  Yard,  and  Richmond  and  Norfolk,  Va., 

the  Eastern  Trunk  Lines  connect  with  the  railways  which  run  in  a 
southwesterly  direction  through  the  Carolinas  to  the  Southeast  and 
the  Mississippi  Valley. 

2.  At  the   Virginia  cities  of  Roanoke,   Lynchburg,  Richmond,   Petersburg, 

and  Norfolk,  the  so-called  "Pocahontas"  lines  connect  with  the  Caro- 
lina lines. 

3.  At  the  Ohio  River  crossings  of  Cincinnati,  Ohio,  Louisville,  Ky.,  Evans- 

ville,  Ind.,  and  Cairo,  111.,  the  Central  Freight  Association  roads 
connect  with  the  lines  leading  into  the  South.  At  Cairo  also  linos 
leading  from  Western  Trunk  Line  territory  meet  lines  running  from 
Cairo  to  the  Southeast  and  Mississippi  Valley. 
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4.  At  the  lower  Mississippi  River  crossings,  which  are   Memphis,  Tenn., 

Vicksburg  and  Natchez,  Miss.,  and  Baton  Rouge  and  New  Orleans, 
La.,  the  southwestern  lines  interchange  traffic  with  the  Mississippi 
Valley  lines. 

5.  At  the  South  Atlantic   ports,    Wilmington,   N.   C,   Charleston,   S.   C, 

Savannah,  Ga.,  Brunswick,  Ga.,  and  Jacksonville,  Fla.,  there  is  a 
heavy  movement  of  traffic  between  the  eastern  cities  and  the  south 
by  rail  and  water  routes.  Of  course,  export  and  import  traffic  is 
handled. 

6.  At  the  Gulf  ports,  New  Orleans,  La.,  Mobile,  Ala.,  and  Pensacola,  Fla., 

import,  export,  and  coastwise  traffic  is  handled  as  at  the  South 
Atlantic  ports. 

The    Territory — Supply    of    Transportation    Facilities. — 

The  Southern  territory,  including  the  states  south  of  the  Ohio 
and  Potomac  rivers  and  east  of  the  Mississippi,  is  much  larger 
than  any  of  the  areas  covered  thus  far.  In  this  territory  there 
are  a  little  over  38,000  miles  of  road  in  operation,  which  is 
a  small  mileage  in  relation  to  area.  Neither  is  the  South  very 
well  equipped  with  railways  in  proportion  to  its  population. 
Without  going  into  detail,  it  may  be  said  that  in  proportion 
to  area  the  South  is  just  a  little  better  equipped  than  the  aver- 
age for  the  whole  United  States,  while  in  proportion  to  pop- 
ulation it  is  just  about  average.  As  to  both  locomotives  and 
cars,  the  Southern  territory  is  somewhat  below  the  average 
for  the  United  States,  but  not  dissimilar  to  conditions  prevail- 
ing in  the  West.  The  investment  per  mile  of  railway  is 
relatively  low. 

Physical  and  Economic  Characteristics  Affecting  the  Rail- 
ways.— The  presence  of  the  great  barrier  of  the  Allegheny 
Mountains,  which  stretches  in  a  southeastern  direction  from 
West  Virginia  nearly  to  Atlanta  and  Birmingham,  has  afifected 
the  general  direction  of  the  Southern  roads,  as  already  indi- 
cated, and  has  given  rise  to  the  importance  of  several  gateway 
points,  among  which  Atlanta  is  the  most  notable. 


Ch.  9]  SOUTHERN  RAILWAYS  139 

On  the  west  lies  another  great  barrier  in  the  shape  of  the 
Mississippi  River.  While,  in  a  sense,  that  river  is  a  highway 
of  commerce,  yet  from  the  point  of  view  of  railway  men 
desiring  to  extend  their  roads  to  the  West,  it  is  an  obstacle. 
There  is  no  bridge  across  the  Mississippi  River  south  of 
Memphis,  Tenn.,  and  ferries  have  to  be  relied  upon  at  the 
Vicksburg  and  New  Orleans  crossings.  Such  great  railway 
systems  as  the  Southern,  the  Texas  and  Pacific,  and  the 
Southern  Pacific,  run  to  the  river  and  terminate  there.  Cotton 
eastbound  from  the  Southwest  sometimes  goes  up  around  by 
St.  Louis. 

Water  competition  is  an  important  factor  in  the  Southern 
territory.  Bounding  it  on  two  sides  are  the  Atlantic  Ocean 
and  the  Gulf  of  Mexico;  on  the  other  two  sides  flow  the  Ohio 
and  Mississippi  rivers ;  while  such  streams  as  the  Mobile,  Ten- 
nessee, and  Cumberland  rivers  are  navigable  to  an  appreciable 
extent. 

The  relative  nearness  of  the  Southern  ports  to  grain-pro- 
ducing regions  is  a  factor  which  has  already  some  importance 
and  may  become  more  important  in  the  future.  Even  such 
ports  as  Wilmington,  Charleston,  and  Savannah  are  nearer  to 
Kansas  City  than  is  New  York ;  while  Pensacola,  Mobile,  and 
New  Orleans  are  much  nearer. 

The  population  of  the  South  is  relatively  sparse,  with  a 
rather  low  percentage  of  urban  dwellers.  It  is  heavily 
diluted  with  an  illiterate  negro  element.  In  the  past  the  rail- 
ways have  done  much  to  promote  emigration  from  the  North 
to  various  sections,  but  the  population  situation  will  long  be  a 
drawback  to  industrial  and  traffic  development. 

Chief  Industries — Agriculture  and  Lumbering. — Agricul- 
ture, together  with  lumbering,  is  still  the  dominant  industry 
in  this  section.  Accordingly,  the  chief  products  are  cotton, 
lumber,  fruits  and  vegetables,  rice,  etc.     Nevertheless,  food- 
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Stuffs  are  largely  imported;  for  so  large  a  part  of  the  arable 
land  is  put  to  cotton  that  the  people  are  dependent  upon  the 
northern  states  for  a  considerable  portion  of  their  grain  and 
meat.  The  livestock  production  of  this  section,  however,  is 
rapidly  growing. 

To  the  west  of  the  Alleghenies  there  is  a  considerable 
mining  area,  producing  both  coal  and  iron  ore.  As  a  result, 
the  Louisville  and  Nashville,  and  the  Illinois  Central  both  have 
a  large  volume  of  mineral  traffic. 

Traffic  Characteristics. — As  to  the  proportion  of  lumber 
and  agricultural  products  hauled,  there  are  two  groups  of 
Southern  carriers. 

1.  The  seaboard  lines  and  the  Mississippi  Valley  lines  both 
have  a  large  percentage  of  lumber  and  agricultural  products, 
as  appears  in  the  statement  which  follows : 

Forest        Agricultural 
Products  Products 

Seaboard  Air  Line    26%  12% 

Atlantic  Coast  Line 35  12 

Yazoo  and  Mississippi  Valley  37  20 

Southern     19  10 

2.  On  the  other  hand,  what  may  be  called  the  Allegheny 
lines  touch  large  coal  and  iron  deposits  in  the  mountainous 
regions  near  Birmingham,  and  therefore  haul  a  fairly  large 
proportion  of  mineral  products  and  a  small  percentage  of 
agricultural  and  forest  products. 

Products  of        Agricultural 
Mines  Products 

Louisville  and  Nashville 69%  8.4% 

Illinois    Central    48  14 

Southern    40  lO 

The  Southern  Railway,  on  account  of  its  wide  ramifica- 
tions, partakes  of  the  characteristics  of  both  groups;  and  it  is 
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to  be  remembered  that  the  Yazoo  and  Mississippi  Valley  is 
controlled  by  the  Illinois  Central. 

Large  Agricultural  and  Forest  Traffic— Cotton  Relatively 

Unimportant. — Perhaps  the  most  notable  characteristic  of 
the  traffic  of  the  Southern  roads,  therefore,  is  the  large  pro- 
portion of  agricultural  and  forest  products.  As  such  products 
have  relatively  low  specific  value,  this  means  that  the  net 
revenue  per  train-mile  must  be  relatively  low. 

Cotton,  which  is  the  chief  factor  in  southern  industry,  sup- 
plies a  relatively  small  tonnage,  as  it  is  rather  light  and  bulky. 
A  good  total  cotton  crop  for  the  whole  South,  including  Texas, 
is  about  12,000,000  bales,  which  weigh  only  3,000,000  tons. 
This  is  a  very  small  fraction  of  the  total  tonnage  hauled  by 
the  railways  of  the  United  States — less  than  one- fourth  of  one 
per  cent.  Something  like  one-half  of  the  cotton  has  generally 
been  exported,  with  New  Orleans  and  Savannah  as  the  chief 
southeastern  ports;  but  the  cotton  movement  through  the 
South  Atlantic  ports  has  declined  relatively  on  account  of  the 
increased  movement  via  Galveston  and  the  growth  of  domestic 
cotton  manufacturing  in  North  Carolina,  South  Carolina,  and 
Georgia. 

Throughout  a  good  part  of  the  year  there  is  a  heavy  move- 
ment of  various  kinds  of  fruits  and  vegetables  from  the  South 
to  the  North,  the  shipments  beginning  early  from  the  southern- 
most points,  the  shipping  area  moving  north  with  the  season. 
There  are  interesting  characteristics  of  the  individual  roads, 
such  as  the  large  tonnage  of  peaches  which  originates  on  the 
Central  of  Georgia,  and  the  heavy  movement  of  imported 
bananas  shipped  north  from  New  Orleans  over  the  Illinois 
Central. 

Lumber  and  other  forest  products  bulk  very  large  in  the 
traffic  of  the  Southern  roads,  especially  on  the  seaboard  car- 
riers, on  which  these  products  comprise  over  30%  of  the  ton- 
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nage  originating  on  their  own  lines.  Products  of  the  forest 
also  make  up  from  8%  to  i6%  of  the  tonnage  originating  on 
the  main  Southern  roads  in  the  Mississippi  Valley  area.  It  is  to 
be  noted,  that  while  yellow  pine  is  the  chief  item,  Memphis  is 
the  center  of  the  hardwood  industry  of  the  country. 

The  chief  items  of  traffic  shipped  into  the  South  from  the 
North  are  dry  goods,  boots  and  shoes,  machinery,  and  various 
manufactures  of  metals  from  the  Northeast;  and  grain,  pack- 
ing-house products,  agricultural  implements  and  vehicles,  boots 
and  shoes,  and  cereal  manufactures  from  the  Central  West. 

Direction  of  TrafBc — On  the  seaboard  railways  there  is 
a  strong  predominance  of  northbound  tonnage,  which  has  in- 
creased with  the  growth  of  the  citrus  fruit  production.  The 
railways  to  the  west  of  the  Alleghenies,  on  the  other  hand, 
have  a  more  even  balance,  but  their  southbound  traffic,  such 
as  grain,  packing-house  products,  and  bituminous  coal,  pre- 
dominates. Exports  via  the  Gulf  ports  play  a  part  in  the 
western  group. 

Low  Traffic  Density  and  Net  Revenue In  keeping  with 

what  has  been  said  about  the  relative  sparseness  of  population 
and  the  predominance  of  agriculture,  is  the  fact  that  the 
Southern  roads  as  a  whole  show  a  very  low  density  of  freight 
traffic.  The  number  of  ton-miles  per  mile  of  line  ranges  from 
a  little  less  than  700,000  on  the  Seaboard  Air  Line  up  to 
over  2,300,000  on  the  Illinois  Central.  The  average  for  all 
Southern  roads  is  in  the  neighborhood  of  1,600,000  ton-miles 
per  mile  of  line,  and  is  a  little  less  than  for  all  railways  of  the 
country  combined.  There  has,  however,  been  a  relatively 
rapid  increase  in  the  freight  density  on  Southern  roads. 

The  density  of  passenger  traffic  is  also  relatively  low  in  the 
South,  being  somewhat  below  the  average  for  the  United 
States. 
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Not  only  is  the  density  of  traffic  low,  but  the  net  revenue 
per  mile  of  road  of  the  Southern  carriers  is  considerably 
below  the  average,  amounting  only  to  about  $4,500  per  annum 
in  normal  times. 

Small  Ton-Mile  Revenue  and  Trainload. — The  reasons  for 
this  rather  poor  showing  are  to  be  found  partly  in  the  traffic 
and  partly  in  the  character  of  operation.  As  to  the  traffic, 
perhaps  the  most  notable  point  is  the  low  revenue  per  ton- 
mile,  which  is  due  to  the  large  proportion  of  low-grade  freight. 
A  comparison  of  the  revenue  per  ton-mile  of  the  Southern 
roads  with  the  average  for  the  United  States  is  shown  in  the 
following  statement. 

United  States  Southern  Territory 
Average  Average 

1917    $.00-15  $.00635 

1919    00973  .00873 

1921    01274  .01237 

From  the  operating  point  of  view  the  notable  points  are 
the  small  average  trainload  and  carload.  The  average  net  tons 
per  train  are  only  about  560  as  compared  with  a  United  States 
average  running  from  597  tons  in  191 7  up  to  708  tons  in 
1920.  The  average  carload  of  the  Southern  lines  is  among 
the  smallest  of  the  various  railway  groups,  and  is  below  the 
average  for  the  country.  The  smallness  of  the  average  car- 
load is  especially  noticeable  on  the  more  eastern  lines — the 
Southern,  the  Atlantic  Coast  Line,  and  the  Seaboard  Air  Line. 

Naturally,  having  a  low  revenue  per  ton-mile  and  a  small 
trainload,  we  should  expect  to  find  a  small  freight  revenue  per 
train-mile,  and  it  is  a  fact  that  the  gross  earnings  of  the 
average  Southern  freight-train  are  much  below  the  average 
for  the  United  States. 

Low  Earnings  Offset  by  Low  Expense  and  Rapid  Move- 
ment— Two  things  save  the  day  for  the  Southern  roads — their 
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very  low  operating  expenses  and  their  rapid  movement  of 
freight.  An  examination  of  the  Interstate  Commerce  Com- 
mission statistics  shows  that  these  roads  have  the  lowest  costs 
per  train-mile  in  the  United  States,  their  expenses  for  all  the 
chief  items,  including  locomotive  repairs,  wages  of  engine 
men  and  train  men,  and  fuel,  being  notably  small  per  train- 
mile. 

As  to  their  rapid  movement,  it  may  be  surprising  to  some  to 
learn  that  the  number  of  car-miles  per  car-day  on  the  Southern 
roads  in  1920  (28.7)  was  exceeded  by  only  one  group,  namely, 
the  Pocahontas,  and  their  average  train  speed  was  but  little 
below  the  high  record  made  by  the  roads  of  the  Central  West 
region.  This  rapid  movement  is  no  doubt  due  to  the  large 
volume  of  perishable  fruits  and  vegetables  which  are  carried 
on  the  Southern  roads. 

As  might  be  inferred  from  the  fact  that  the  Southern  ter- 
ritory as  a  whole  exchanges  a  relatively  heavy  low-grade  traffic 
for  manufactured  products,  the  Southern  railways  have 
another  advantage  in  that  a  large  percentage  of  the  traffic  of 
these  roads  originates  on  their  own  lines.  It  will  be  found 
that  the  tonnage  originating  on  the  road  is  nearly  65%  of  the 
total  tonnage  in  the  Southern  district. 

Summary. — To  sum  up  the  situation,  we  may,  therefore, 
say  that  the  Southern'  lines  make  small  gross  earnings,  but  as 
they  have  small  expenses  they  make  a  fair  showing  as  to  net 
revenue  per  ton-mile.  The  volume  of  their  business,  however, 
is  so  small  that  their  net  earnings  per  mile  of  road  do  not 
make  a  favorable  showing  when  compared  with  those  of  more 
highly  developed  sections.  Their  operating  ratio  is  rather 
low.  iTheirs  is  a  small  scale  business  done  at  a  high  profit  per 
unit.    ^ 

"^    Of  course,  the  relatively  low  capitalization  per  mile  of  line 
of  these  roads  may  enable  them  to  earn  a  good  percentage  on 
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their  investment  even  with  small  net  earnings  per  mile.  Their 
average  investment  in  road  and  equipment  per  mile  of  line  is 
only  about  $58,000. 

The  commodity  statistics   for  the   Southern  roads  are  as 

follows : 

Commodity  Statistics  for  the  Southern  District 

(^   of    Aggregate     %   of   Total    Freight 

Tonnage   Origin-  Tonnage 
ating  on  Road 

Products  of  Agriculture: 

Grain   2.49  2.88 

Flour    53  loi 

Other  mill  products    o5  -90 

Hay    36  •«! 

Tobacco 50  -52 

Cotton     95  1-05 

Fruit  and  vegetables    I07  2.23 

Other  products  of  agriculture    i-55  ^-^ 

Total   8.10  10.90 

Animals   and  Products: 

Livestock    94  -03 

Dressed  meats 16  .20 

Other  packing-house  products    22  .30 

Poultry,  game,  and  fish    07  -lO 

Wool    02  .02 

Hides   and   leather    06  .o» 

Other  animals  and  products 3^  -47 

Total   1-86  2.06 

Products  of  Minfs: 

Anthracite   coal    02  .22 

Bituminous    coal    45-51  37-70 

Coke    i-6i  1-50 

Ores     2.83  2.44 

Stone,  sand,  and  other  like  articles    6.35  5-0i 

Other  products  of  mines  i-39  ^-47 

Total    5771  4900 

Products  of  Forests  : 

Lumber     9-63  11-20 

Other  products  of  forests    4-43  4-^0 

Total    1406  15.30 

Manufactures  : 

Petroleum  and   other  oils    1-45  2.02 

Sugar    37  -79 

Naval  stores    2X  .23 

Iron,  pig  and  bloom  I.i3  i-0° 

Iron  and  steel  rails    24  .42 
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%   of   Aggregate       %   of   Total   Freight 

Tonnage  Origi-  Tonnage 
nating  on  Road 

Other  castings  and  machinery 32  70 

Bar  and  sheet  metal   42  .yi^ 

Cement,  brick,  and  lime 2.46  2.75 

Agricultural  implements    07  .11 

Wagons,  carriages,  tools,  etc il  .34 

Wines,   liquors,  and  beers    10  .12 

Household  goods  and  furniture 20  .25 

Other  manufactures   3-94  4-70 

Total    1 1.02  14.22 

Miscellaneous    Commodities   not   specified 

above  (carload  rates)    2.74  zyi 

L.C.L.  Goods  not  distributed  above   4.51  4.75 

Grand  Total 100.00  100.00 


CHAPTER  X 

WESTERN  RAILWAYS 

The  Granger  Lines 

Chief  Granger  Roads.— The  railways  of  the  Western  Dis^ 
trict  fall  into  three  chief  groups:  the  Granger  lines  of  the 
Northwest,  the  Transcontinental  lines,  and  the  Southwestern 

^'"'a  group  of  railways  (see  Fig.  i6),  mostly  in  the  north- 
western section  of  the  country,  has  long  been  known  as  the 
Granger  lines,  or  the  "Grangers,"  for  short.  These  roads  all 
radiate  from  Chicago,  stretching  out  in  a  general  wester  y 
direction  and  to  the  northwest,  and  serving  a  predommantly 
agricultural  region-from  which  fact  they  derive  their  name. 
The  chief  Granger  lines  and  the  main  pomts  touched  are 
as  follows: 

I    Chicago    and    Northwestern    Railway    Co     (Chicago    to    MinneapoHs; 
Chicago  to  Lander,  Wyo.,  via  Omaha) 
Chicago.  St.  Paul,  Minneapolis  and  Omaha  Railway  Co.    (St.   Paul 
Omaha-Duluth) 

2.  Chicago,  Milwaukee  and  St.  Paul  Railway  Co.  (Chicago  to  Mmneapohs, 

Omaha,  Kansas  City,  Seattle) 

3.  Chicago-  Great   Western   Railroad    Co.    (Chicago   to    St.   Joseph,    Mo., 

Omaha,  St.  Paul) 
4   Chicago,  Rock  Island  and  Pacific  Railway  Co.  (Chicago  to  Den^^r   Santa 
Rosa    New  Mex. ;  and  Dallas,  via  Omaha  and  Kansas  City) 

5.  Great  Northern  Railway  Co.  (St.  Paul  to  Duluth,  Seattle,  Portland,  Ore., 

Vancouver)  j    c     ..i 

^     -r     T>  -1  r^    c<;f    Paul  to  Duluth,  Portland,   Seattle. 

6.  Northern  Pacific  Railway  Co.    (St.   Faui  to  i^uiuui, 

Vancouver) 

147 


148 


RAILWAY  GEOGRAPHY 


[Pt.  II 


P< 


to 


q:  c 


1 

1  ] 

+       ! 
+       I 

1 

1 

■  •♦■       • 

1 

1 J 

L  ♦       • 

Ch.  10]  WESTERN  RAILWAYS  149 

7.  Chicago,  Burlington  and  Quincy  Railroad  Co.  (controlled  by  Great 
Norinern  and  Northern  Pacific  jointly),  (Chicago  to  Minneapolis, 
Billings,  Mont.,  Denver,  and  St.  Louis;  Omaha,  Kansas  City) 

Of  these  roads  the  Great  Northern,  the  Northern  Pacific, 
and  the  Chicago,  Mihvaukee  and  St.  Paul  extend  through  to 
the  Pacific  Coast,  and  hence  they  serve  as  "Transcontinental" 
carriers,  as  well  as  being  Granger  lines.  The  Granger  group 
contains  a  considerable  number  of  roads  in  addition  to  those 
mentioned,  but  most  of  them  are  relatively  unimportant. 

Their  Location. — In  general,  it  may  be  said  that  v^^ith 
Chicago  as  their  center  the  Granger  lines  form  a  radiating 
network  reaching  out  toward  such  secondary  centers  as  Min- 
neapolis, St.  Paul,  Kansas  City,  Mo.,  and  Omaha  as  their  im- 
mediate objective  points.  Originally,  Chicago  was  the  great 
primary  market  for  grain  and  livestock,  which  were  produced 
in  the  territory  immediately  adjacent.  Accordingly,  the  roads 
mentioned  were  mostly  built  to  bring  such  traffic  into  the 
western  metropolis.  Then  agriculture  became  more  highly 
developed  to  the  west  and  northwest,  and  the  Granger  lines 
were  pushed  further  out  and  served  to  connect  the  new  agri- 
cultural centers  with  Chicago.  The  tendency  now  is  for  these 
roads  to  reach  out  to  the  Pacific,  as  is  illustrated  completely 
by  the  growth  of  the  Chicago,  Milwaukee  and  St.  Paul,  and 
partly  by  the  Chicago  and  North  Western. 

The  relation  of  Chicago  and  St.  Louis  to  the  Missouri 
River  points — Sioux  City,  Omaha,  Kansas  City,  Mo.,  etc. — 
is  of  importance  in  understanding  the  situation.  Most  of  the 
roads  terminating  in  Chicago  have  no  line  from  St.  Louis  to 
those  points.^  St.  Louis,  as  a  rival  of  Chicago,  is  served  to 
the  west  by  a  distinct  group  of  carriers,  such  as  the  Missouri 
Pacific,  the  St.  Louis  and  San  Francisco,  and  the  Missouri, 
Kansas  and  Texas.     Accordingly,  it  may  be  considered  as  the 


The    Chicago   and    Alton    is  an    important    exception. 
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center  from  which  radiate  the  southwestern  group  of  roads 
and  thus  stands  in  contrast  with  Chicago  which  is  the  center 
of  the  northwestern  carriers.^ 

In  addition  to  the  Missouri  River  points  already  referred 
to,  the  importance  of  the  "Twin  Cities,"  MinneapoHs  and  St. 
Paul,  is  to  be  kept  in  mind,  for  these  points  are  the  distributing 
centers  for  the  whole  Northwest  and  they  are  a  secondary 
center  of  concentration — a  sort  of  railway  ganglion — for  some 
of  the  Granger  roads. 

Economic  Factors — Agriculture. — Briefly  to  mention  some 
of  the  chief  economic  characteristics  affecting  the  Granger 
railways,  we  must  first  note  that  they  operate  over  a  relatively 
level  prairie  country,  which  results  in  a  comparatively  small 
investment  per  mile  of  line  and  easy  grades  and  curves.  Un- 
fortunately, however,  the  absence  of  coal  in  the  further  North- 
west increases  fuel  expenses  as  compared  with  those  roads 
which  are  more  fortunately  situated  in  this  respect.  At  the 
same  time,  this  gives  rise  to  a  fairly  heavy  coal  traffic  at  certain 
seasons  of  the  year. 

The  dominant  factor  is  the  prevalence  of  agriculture,  which 
is  the  chief  industry  through  most  of  the  territory  served  by 
the  Granger  lines.  Theirs  is  the  great  grain  belt,  while  live- 
stock raising  and  lumbering  are  also  important. 

Even  in  so  brief  a  sketch  as  this  there  should  be  included 
a  word  concerning  the  effect  of  rivers  and  lakes  upon  the  rail 
carriers.  While  there  is  in  this  section  little  or  no  water  com- 
petition for  local  traffic,  the  Mississippi  River,  which  flows 
down  the  center  of  the  territory  from  north  to  south,  exerts 
a  slight  effect  on  rates  from  St.  Louis  to  the  Twin  Cities; 
while  the  Great  Lakes  afford  water  competition  between 
Chicago  and  Minneapolis  via  Duluth.    The  influence  of  water 


-  The  Atchison,  Topeka  and  Santa  Fe  forms  the  chief  exception  to  this  generaliza- 
tion as   it  runs  from  Chicago  to  the  southwest  via   St.  Louis. 
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competition,  however,  is  considerably  modified  by  the  fact  that 
it  is  exercised  during  only  a  part  of  the  year,  and  furthermore, 
that  the  water  routes  are  either  inefficient  or  have  to  be  supple- 
mented by  a  railway  haul. 

The  Mississippi  and  Missouri  rivers  interpose  barriers 
which  have  tended  to  make  certain  points  at  which  thev  are 
crossed  have  importance  as  "gateways."  This  is  notably  true 
of  Kansas  City,  Mo.,  and  Omaha. 

Traffic  Characteristics. — As  to  traffic,  perhaps  the  most 
notable  characteristic  of  the  Granger  lines  still  remains  the 
large  proportion  of  agricultural  products  which  they  handle. 
Products  of  agriculture,  chiefly  grain,  in  most  cases  form  20% 
or  more  of  their  traffic,  ranging  from  16%  up  to  35%  of  the 
total  tonnage.     Animal  products  add  something  like  7%  more. 

It  follows,  naturally,  that  the  traffic  is  highly  seasonal, 
reaching  a  maximum  during  the  period  of  heavy  crop  move- 
ment in  the  fall,  when  there  is  a  great  demand  for  box  cars  to 
move  the  grain,  which  results  in  frequent  car  shortages.  At 
other  times  there  is  often  a  surplus  of  such  equipment. 

As  one  might  infer,  the  preponderance  of  traffic  is  east- 
bound  in  the  case  of  the  more  typical  Granger  lines,  the  mile- 
age of  loaded  freight-cars  eastbound  being  considerably  in 
excess  of  that  westbound,  while  empty-car-mileage  is  greater 
in  the  westbound  movement.  Those  roads,  however,  which, 
like  the  Great  Northern  and  Northern  Pacific,  might  be  classed 
as  "Transcontinental"  carriers,  have  a  relatively  heavier  west- 
bound traffic  and  a  larger  proportion  of  empty-car-mileage 
eastbound. 

As  compared  with  the  average  for  the  United  States,  and 
even  with   the   average    for  the   Southern   roads,   the  typical. 
Granger  lines  have  a  low   freight  traffic  density.     The  ton- 
miles  per  mile  of  line  for  typical  Granger  carriers  ranges  from 
880,000  up  to  1,400,000  as  compared  with  the  normal  average 
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for  the  United  States  of  something  over  1,600,000.  If  the 
Chicago  and  Northwestern,  and  the  Chicago,  Milwaukee  and  St. 
Paul  be  taken  as  typical  in  this  respect,  it  may  be  said  that  the 
normal  density  of  freight  traffic  for  a  Granger  road  is  only 
about  1,000,000  ton-miles  per  mile  of  line.  It  may  be  safely 
stated  that  traffic  density  in  the  northwestern  region  is  among 
the  lowest  in  the  country. 

An  operating  factor  which  gives  the  Granger  lines  some 
advantage,  however,  is  the  length  of  their  average  haul,  which, 
for  a  typical  Granger  group,  ranges  from  about  155  miles  up 
to  over  290  miles. 

Small  Net  Earnings. — As  one  considers  the  operations  of 
the  Granger  lines,  one  is  particularly  struck  with  the  relatively 
small  net  earnings  per  mile  of  line  which  these  roads  show,  the 
figures  for  a  typical  group  ranging  from  $2,591  up  to  $4,663  in 
1917,  and  from  $1,187  to  $3,576  in  1919.  A  typical  Granger 
road  in  a  normal  year  might  l^e  expected  to  show  net  earnings 
of  about  $3,500  per  mile  of  line,  as  compared  with  an  average 
for  all  roads  in  the  United  States  of  about  $5,000. 

Among  the  chief  reasons  for  this  relatively  poor  showing 
is  the  low  traffic  density  already  referred  to  and  the  relatively 
small  carloads  and  trainloads  which  are  found  on  most  of  the 
Granger  lines.  Such  roads  as  the  Great  Northern  and  the 
Chicago,  Burlington  and  Quincy  have  average  trainloads  run- 
ning well  over  600  net  tons,  but  most  of  the  typical  Granger 
lines  will  only  show  in  the  neighborhood  of  500  net  tons,  and 
this  tonnage  is  distributed  among  small  carloads  averaging 
in  the  neighborhood  of  22  tons  against  a  United  States  average 
of  over  26  tons. 

Of  course,  one  must  remember  that  if  the  investment  per 
mile  of  line  is  small — road  and  equipment  average  somewhat 
less  than  $65,000, — a  small  amount  of  net  earnings  per  mile 
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of  line  may  equal  a  good  return  on  investment.  This  appears 
to  be  the  case  with  a  number  of  the  Granger  hnes,  and  such 
companies  as  the  Chicago,  Burhngton  and  Quincy,  and  the 
Chicago  and  North  Western  have  'consistently  paid  good 
dividends. 

The  Transcontinental  Lines 

Chief  Transcontinental  Roads. — The  group  of  Transcon- 
tinental railways  (see  Fig.  17)  stretch  across  the  western  part 
of  the  United  States  from  various  Mississippi  Valley  points 
to  the  Pacific  Coast.  In  reality  they  cross  only  a  part  of  the 
continent,  but,  as  they  were  the  last  link  in  the  chain  from  the 
Atlantic  to  the  Pacific,  and  as  they  have  owed  their  chief 
significance  to  their  position  in  bridging  the  gap  between  the 
Missouri  River  and  the  Pacific  Coast,  they  have  been  given 
the  name  which  they  bear.  This  group  of  railways  includes 
the  following : 

1.  Union  Pacific  Railroad  Co.     (Council  Bluffs,  Iowa,  to  Ogden ;  Kansas 

City  to  Denver) 
Oregon   Short  Line  Railroad   Co.     (Granger,  Wyo.,  and   Ogdcn,   to 

Huntington,  Ore.) 
Oregon- Washington    Railroad    and    Navigation     Co.       (Huntington, 

Ore.,  to  Portland  and  Spokane) 
Los  Angeles  and  Salt  Lake  Railroad  Co.     (Salt  Lake  City  to  Los 

Angeles) 

2.  Southern  Pacific  Co. 

Southern  Pacific  Railroad  Co.   (New  Orleans  to  San  Francisco  and 

Portland,  via  Galveston  and  Los  Angeles) 
Central  Pacific  Railway  Co.     (Ogden  to  San  Francisco) 

3.  Western  Pacific  Railroad  Co.     (Salt  Lake  City  to  San  Francisco) 

4.  Atchison,  Topeka  and  Santa  Fe  Railway  Co.     (Chicago  to  Los  Angeles 

and  San  Francisco,  via  Kansas  City) 
Gulf,  Colorado  and   Santa  Fe  Railway  Co.     (Galveston  to   Purcell, 

Okla. — See   Granger   Lines) 
California,   Arizona  and    Santa   Fe   Railway   Co.      (Needles,   Cal.,   to 

Oakland,  San  Francisco  Bay) 
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5.  Northern  Pacific  Railway  Co.     (see  Granger  lines) 

6.  Great  Northern  Railway  Co.     (see  Granger  lines) 

7.  Chicago,  Milwaukee  and  St.  Paul  Railway  Co.     (see  Granger  lines) 

Obviously,    these    great    Western    Trunk    Lines    may    be 
divided  into  three  subgroups :  a  northern  group  embracing  the 
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Fig.  17. — Chief  Transcontinental  Lines  and  Chicago  Connections 


Northern  Pacific,   Great  Northern,  and  Chicago,   Mihvaukee 
and  St.  Paul ;  a  central  group  embracing  the  Union  Pacific  and 
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the  Central  Pacific;  a  southern  group,  composed  of  the  Atchi- 
son, Topeka  and  Santa  Fe,  and  the  Southern  Pacific. 

Interwoven  at  Eastern  and  Western  Termini At  their 

eastern  termini  these  roads  are  curiously  interwoven.  The 
Chicago,  ]\Iihvaukee  and  St.  Paul,  and  the  Atchison,  Topeka 
and  Santa  Fe  both  terminate  at  Chicago,  thus  placing  the 
northern  and  southern  routes  in  direct  competition  at  that 
important  point,  a  competition  by  which  the  middlewestern 
metropolis  benefits  materially.  The  Great  Northern  and 
Northern  Pacific,  too,  gain  access  to  Chicago  by  way  of  the 
Chicago,  Burlington  and  Ouincy  which  they  jointly  control. 
At  the  same  time,  the  Chicago,  Milwaukee  and  St.  Paul  passes 
through  Minneapolis  and  St.  Paul,  which  points  constitute 
the  eastern  termini  of  the  Great  Northern  and  Northern  Pacific 
lines  proper.  The  Union  Pacific  ends  at  Council  Bluffs  on  the 
Missouri  River,  but  connects  there  with  various  lines,  its  closest 
affiliation  appearing  to  l^e  with  the  Chicago  and  North 
Western.  The  Southern  Pacific,  true  to  its  name,  terminates 
in  New  Orleans,  but  offers  keen  competition  to  New  York  by 
means  of  a  steamship  line  which  it  operates,  the  Morgan  Line. 

This  concentration  on  Chicago  is  a  striking  characteristic. 
The  advantages  of  Chicago's  location  are  well  known,  but  such 
a  heavy  concentration  of  traffic  on  that  point  limits  elasticity 
in  routing  between  east  and  west  and  tends  to  congestion. 

On  the  Pacific  Coast,  ports  are  few.  The  northern  group 
serve  the  northern  coast  ports  of  Seattle,  Tacoma,  and  Port- 
land. The  Union  Pacific  terminates  in  Ogden  and  Salt  Lake 
City,  but  connects  there  with  the  Central  Pacific  for  San 
Francisco.  Both  the  southern  Transcontinental  roads  reach 
San  Francisco  by  the  southern  route,  but  both  also  have  as  an 
intermediate  Pacific  Coast  port,  Los  Angeles. 

While  this  statement  covers  the  main  scheme  of  things  on 
the  Pacific  Coast,  it  is  by  no  means  complete,  and  the  com- 
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petitive  situation  is  much  more  complex  than  it  would  indicate. 
In  the  first  place,  the  Union  Pacific  is  really  in  the  form  of 
a  great  trident,  as  it  controls  branches  which  extend  from  the 
neighborhood  of  Great  Salt  Lake  to  Portland  and  to  Los 
Angeles.  In  the  second  place,  the  Southern  Pacific  does  not 
stop  at  San  Francisco  and  its  line  extends  up  the  coast  to 
Portland.  It  is  thus  apparent  that  three  of  the  main  Trans- 
continental systems — the  Union  Pacific,  the  Southern  Pacific, 
and  the  Northern  Pacific — come  together  at  Portland,  and  that 
the  Southern  Pacific  serves  both  the  Northern  Pacific  and  the 
California  coast  ports. 

The  Inter-Mountain  Points. — Between  250  and  300  miles 
inland  from  the  coast  lie  a  number  of  towjis  which  are  known 
as  the  "inter-mountain  points."  They  do  not  have  the  ad- 
vantage of  water  competition  which  is  enjoyed  by  the  coast 
towns,  and  consequently  have  a  severe  struggle  to  retain  any 
trading  area  between  themselves  and  the  coast.  These  cities 
include  Spokane,  Wash.,  on  the  northern  route;  Pendleton, 
Ore.,  on  the  northern  branch  of  the  Union  Pacific;  Reno, 
Nev.,  on  the  Central  Pacific;  and  Prescott  and  Phoenix,  Ariz., 
on  the  Santa  Fe.  These  cities,  as  we  shall  see,  constitute  a 
serious  problem  in  the  rate  structure  of  the  Transcontinental 
roads,  as  they  naturally  insist  that  their  westbound  rates 
should  be  as  low  as  or  lower  than  those  to  the  coast  ports,  in 
spite  of  the  fact  that  water  competition  requires  especially  low 
rates  to  the  latter. 

Panama  Canal  Competition — Canadian  Roads. — This  sug- 
gests what  is  probably  the  most  serious  problem  of  the  Trans- 
continental lines,  namely,  the  Panama  Canal.  In  the  days 
when  it  took  two  months  to  ship  goods  by  water  around  Cape 
Horn,  the  rail  routes  across  the  continent  had  little  to  fear 
from  water  competition,   and  it  was  easy  enough  to  make 


Ch.  lo]  WESTERN  RAILWAYS  157 

satisfactory  rate  adjustments.  With  the  opening  of  the 
Panama  Canal  in  19 14  there  was  estabHshed  a  new  water 
route  with  a  direct  through  saiHng  distance  between  New 
York  and  San  Francisco  of  approximately  5,000  miles  and 
without  a  transfer  en  route.  The  canal  route  cuts  the  time 
required  by  water  in  shipments  from  coast  to  coast  down  to 
between  18  and  20  days,  which  is  probably  as  good  as  or  better 
than  the  average  time  required  for  the  movement  by  rail. 
Consequently,  water  competition  has  been  very  severe. 

Another  phase  of  the  competitive  situation  in  this  territory 
is  that  offered  by  the  Canadian  roads,  the  Canadian  Pacific 
and  the  Canadian  Northern,  which  extend  along  the  northern 
boundary  of  the  United  States  from  Montreal  and  Quebec  to 
Vancouver.  As  these  carriers  are  subject  to  requirements  and 
rate  regulations  different  from  those  in  the  United  States,  they 
constitute  a  distinct  problem  for  the  Transcontinental  lines. 

Traffic  and  Operating  Characteristics. — The  Transconti- 
nental roads  all  cross  a  wide  stretch  of  territory  which  is  but 
sparsely  settled  and  has  slight  industrial  development ;  for 
west  of  the  looth  meridian,  as  every  one  knows,  the  rainfall 
is  so  scant  that  little  agriculture  is  possible  except  by  means  of 
irrigation.  The  Transcontinental  lines  also  have  to  contend 
with  the  great  barrier  of  the  Rocky  Mountains,  which  is 
crossed  only  at  enormous  expense  and  with  steep  grades  and 
numerous  curves.  From  these  things  it  follows  that  they  have 
an  unusually  great  mileage  in  proportion  to  their  traffic,  and 
their  operating  problems  are  widely  different  from  those  of 
the  eastern  roads. 

The  Transcontinental  lines  show  an  unusually  large  num- 
ber of  locomotive  miles  in  proportion  to  the  number  of  trains 
hauled,  which  is  chiefly  due  to  the  mountainous  territory  which 
they  traverse.  Such  roads  as  the  Oregon-Washington  Rail- 
road and  Navigation  Co.  and  the  Southern  Pacific  show  an 
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average  ratio  of  freight-train-miles  to  locomotive  miles  of  less 
than  .80,  and  most  of  the  other  Transcontinental  lines  have 
ratios  under  .90. 

Commodities  Hauled. — Agricultural  products  are  naturally 
an  important  element  in  the  traffic  of  the  Transcontinental 
lines,  running  from  16%  of  the  total  in  the  case  of  the  Santa 
Fe,  up  to  30%  in  the  case  of  the  Union  Pacific.  Within  the 
agricultural  group,  grain  and  fruit  and  vegetables  are  the  most 
important  items,  with  the  two  latter  items  most  decidedly  pre- 
dominant on  the  Union  Pacific  and  Southern  Pacific  lines, 
where  they  run  in  the  neighborhood  of  11%  of  the  total  traffic. 
Live-stock  also  furnishes  a  large  volume  of  traffic  on  these 
roads,  especially  on  the  Santa  Fe.  Lumber  from  the  western 
forests  is  one  of  the  most  important  items,  particularly  on  the 
northern  route.  Manufactured  products  form  about  20%  of 
the  traffic  of  the  central  and  southern  lines,  but  do  not  make 
so  large  a  percentage  of  the  traffic  over  the  Northern  Pacific. 

The  eastbound  carloads  of  the  Union  Pacific  in  1920,  as 
measured  by  interchange  movement  at  the  eastern  terminus, 
are  shown  in  the  following  table : 

Perishables  Carloads  Chief  Non-Perishables  Carloads 

Apples  and  other  fresh  fruit  32,909  Lumber,  etc 35.891 

Citrus    fruits    9.176  Canned  goods   5.098 

Vegetables    4.210  Sugar,  etc 4.148 

Eggs  and  poultry   218  Coal    2,472 

Wool,  etc 1,625 

The  foregoing  figures  emphasize  the  large  proportion  of 
perishable  products  which  move  over  the  Transcontinental 
lines,  and  suggest  the  great  number  of  refrigerator  cars  re- 
quired for  their  eastbound  business. 

Westbound  there  is  a  heavy  carload  movement  of  cotton 
(largely  for  export),  steel  products,  and  automobiles.  The 
bulk  of  the  tonnage  in  this  direction  is  composed  of  manu- 
factures and  coal. 

The  foregoing  facts  might  be  inferred  from  the  nature  of 
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the  territory  served.  Both  the  Pacific  Coast  and  the  moun- 
tainous territory  to  the  east  produce  great  quantities  of  citrus 
and  other  fruits  and  melons,  potatoes,  and  other  vegetables. 
Beet  sugar  and  rice  are  also  large  crops,  while  cattle-raising 
in  the  plains  states  is  a  leading  industry.  All  these  products, 
together  with  canned  foods,  move  eastward  to  the  markets 
chiefly  in  the  territory  east  of  the  Mississippi  River  and  north 
of  the  Ohio.  The  Pacific  Coast  forests  in  northern  California, 
Oregon,  and  Washington  furnish  a  huge  tonnage  of  lumber, 
which  is  also  shipped  east.  Such  states  as  Montana  on  the 
north  and  Arizona  on  the  south  are  large  producers  of  copper 
and  other  non-ferrous  metals,  which  are  smehed  locally  and 
transported  in  the  semifinished  shape  to  eastern  points  for  re- 
fining. 

Direction  of  Traffic — Lack  of  Balance. — The  prevailing 
movement  of  traffic  is  now  eastbound.  Back  in  1907,  when 
the  Interstate  Commerce  Commission  still  published  figures 
indicating  the  loaded  and  empty-car-mileage  moving  in 
different  directions,  it  was  shown  that  the  loaded-car-mileage 
in  the  entire  Rocky  Mountain-Pacific  Coast  territory  was 
332,000,000  westbound,  compared  with  only  284,000,000 
eastbound.  In  accord  with  this  fact,  the  empty-car-mileage 
eastbound  was  greatly  in  excess  of  that  westbound.  But  even 
at  that  time,  the  eastbound  car-mileage  was  predominant  in  the 
northern  half  of  the  territory  west  of  the  Mississippi,  and  at 
present  the  eastbound  movement  is  the  greater.  In  1920 
(March  to  November)  the  eastbound  and  westbound  tonnages 
through  Portland,  Ogden,  and  El  Paso  gateways  were  as  fol- 
lows : 

Westbound  Eastbound 

(tons)  (tons) 

Via  Portland   571.172  749,557 

"     Ogden   1.076,395  1,616,861 

"     El  Paso   802,226  1,046,733 

Total    2,449,793  3,4^3,15^ 
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These  figures  not  only  indicate  that  in  1920  the  Transconti- 
nental eastbound  tonnage  was  58%  of  the  total,  but  also  that 
the  central  gateway  at  Ogden  was  the  channel  for  the  largest 
stream  of  traffic. 

In  this  territory,  as  in  most  other  regions  of  the  United 
States,  over  one-half  of  the  loaded-car-mileage  is  eastbound — 
about  67%. 

Partly  because  of  the  predominance  of  eastbound  tonnage, 
one  of  the  chief  problems  of  the  Transcontinental  lines  is  to 
secure  westbound  traffic  to  fill  empty  cars  in  that  direction. 
This  problem,  however,  would  exist  even  if  the  eastbound 
tonnage  were  considerably  less,  for  it  is  partly  to  be  explained 
by  the  bulky  character  of  the  eastbound  traffic  and  by  the  large 
movement  of  fruits  and  vegetables  in  refrigerator  cars  east- 
bound.  These  lines  own  about  50,000  refrigerator  cars  for 
handling  the  perishable  products  produced  in  their  territories, 
and  freight  suitable  for  loading  in  these  cars  on  the  back 
haul  is  very  desirable.  The  eastbound  lumber  traffic,  too, 
means  a  large  movement  of  empty  box  cars  to  the  west. 

Traffic  Not  Dense — but  Rapid   Long-Haul   Movement. — 

The  salient  traffic  and  operating  facts  relating  to  the  Trans- 
continental roads  may  be  briefly  summed  up  as  follows.  The 
density  of  freight,  while  it  is  greater  than  that  of  the  typical 
Granger  lines  and  other  western  carriers,  is  under  the  average 
for  the  United  States,  with  the  single  exception  of  the  Union 
Pacific.  On  the  average,  the  Transcontinental  lines  have  a 
density  of  about  1,300,000  ton-miles  per  mile  of  line,  while 
the  Union  Pacific  normally  has  about  2,000,000.  This 
relatively  low  density  of  freight  traffic  is  associated  with  rather 
small  trainloads  and  carloads,  although  here  again  the  Trans- 
continental lines  make  a  better  showing  than  the  typical 
Granger  lines,  especially  in  the  case  of  the  Northern  Pacific, 
which    has    a   large    volume    of    coal    traffic.      The    average 
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trainload  of  the  Union  Pacific  was  499  tons  in  1917  and  558 
tons  in  1919.     In  both  years  its  average  carload  was  20  tons. 
But  this  lack  of  density  in  traffic  is  partly  made  up  by  other 
conditions,  which  are  more  conducive  to  good  net  earnings. 

1.  The  Transcontinental  lines  have  an  extraordinarily  long 
average  haul,  amounting  to  well  over  300  miles.  In  1919 
the  Union  Pacific  had  an  average  haul  per  ton  of  freight 
of  471  miles,  while  the  average  for  the  United  States  was 
only  178  miles. 

2.  The  movement  of  freight  over  the  Transcontinental 
lines  is  very  rapid.  The  number  of  car-miles  per  car-day  in 
the  central  western  region  has  recently  been  second  only  to 
the  maximum  found  on  the  Pocahontas  roads,  and  was 
33.8  in  1920.  As  a  result  of  the  rapid  movement  of  freight 
we  find  a  very  large  tonnage  is  handled  per  car-day,  even 
though  the  average  carload  is  small.  In  other  words,  the 
cars  move  so  rapidly  or  continuously  that  in  spite  of  the 
small  number  of  tons  per  car  the  number  of  ton-miles  per 
car-day  is  high. 

3.  The  Transcontinental  lines  show  a  rather  high  average 
revenue  per  ton-mile,  the  figure  being  well  over  the  average 
for  the  United  States. 

To  sum  up,  though  their  traffic  is  not  dense  these  roads 
have  a  rapid  long-haul  movement  at  high  rates. 

Good  Net  Earnings. — The  net  result  of  these  factors  is 
that  the  Transcontinental  lines  show  rather  high  net  earnings 
per  mile  of  line.  It  may  fairly  be  said  that  a  typical  figure  for 
the  group  is  approximately  $6,000  per  mile  of  line,  which  is 
well  over  the  average  for  the  United  States.  The  Union 
Pacific  makes  much  the  strongest  showing,  in  191 7  its  net 
earnings  per  mile  of  line  being  $8,571,  and  in  1919,  $10,206. 
The  average  investment  in  road  and  equipment  per  mile  is 
between  $66,000  and  $70,000. 
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It  is  a  notable  fact  that  the  net  earnings  per  train-mile  of 
the  Transcontinental  lines  are  high,  owing  to  the  same  favor- 
able conditions  which  have  already  been  mentioned. 

Southwestern  Lines 

Chief  Roads  in  Group — In  much  the  same  way  that  the 
Granger  lines  radiate  from  Chicago,  a  group  of  southwestern 
railways  (see  Fig.  i8)  extends  out  from  St.  Louis  and  Kansas 
City  in  the  general  direction  of  the  Gulf  of  Mexico.  These 
roads  have  a  characteristic  traffic  and  may  be  considered  on 
that  basis  as  constituting  a  distinct  group.  The  chief  South- 
western roads  are  the  following: 

1.  Missouri,  Kansas  and  Texas  Railway  Co.   (St.  Louis  to  Houston  and 

San  Antonio,  Tex.) 

2.  St.  Louis-San  Francisco  Railway  Co.   (St.  Louis  to  Kansas  City,  Mo. 

points   in   Oklahoma,   Texas,   and   Arkansas,   and    to    Birmingham, 
Ala.,  via  Memphis) 

3.  St.    Louis    Southwestern    Railway    Co.    (St.    Louis    to    Dallas   and    Ft. 

Worth ;  Memphis) 

4.  Gulf,   Colorado  and   Santa  Fe   Railway   Co.    (controlled   by   Atchison, 

Topeka  and  Santa  Fe,  see  page  153) 

5.  Missouri  Pacific  Railroad  Co.   (St.  Louis  to  Pueblo,  Colo.,  Texarkana, 

Ark.,  Lake  Charles,  La.,  etc.) 

6.  International  and  Great  Northern  Railway  Co.     (Houston  and  Laredo, 

Tex.,  to  Fort  Worth,  Tex.) 

7.  Texas  and  Pacific  Railway  Co.   (New  Orleans  to  El  Paso,  via  Dallas) 

8.  Kansas  City  Southern  Railway  (Kansas  City,  Mo.  to  Port  Arthur,  Tex.) 

A  glance  at  the  map  will  show  that  these  various  lines 
strike  southwest  from  St.  Louis  and  Kansas  City,  Missouri, 
and  stretch  across  the  states  of  Arkansas,  Oklahoma,  and 
Texas  to  terminate  at  Houston  and  Galveston  on  the  Gulf  or 
at  Ft.  Worth  and  Dallas  in  interior  Texas.  The  Texas  and 
Pacific,  however,  runs  in  a  general  westerly  direction  across 
Texas  from  New  Orleans  to  the  Rio  Grande,  and  a  number 
of  smaller  roads  also  run  east  and  west. 
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Fig.  18. — Chief  Southwestern  Railways 


Relation  with  Other  Roads. — Most  of  the  southwestern 
lines  are  cut  by  the  Southern  Pacific,  or  Santa  Fe,  and  have 
in  the  past  participated  to  some  extent  in  transcontinental 
traffic.  They  do  not,  however,  afford  a  direct  route  for  such 
traffic,  and  there  seems  to  be  no  probability  that  if  left  to 
themselves  they  will  become  parts  of  transcontinental  systems 
as  is  likely  to  be  the  case  with  the  Granger  lines.     On  the 
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other  hand,  with  the  opening-  of  the  Panama  Canal  they  have 
gained  a  greater  opportunity  for  export  and  import  traffic. 

Character  of  Traffic. — These  roads,  Hke  the  Granger  Hnes, 
are  predominantly  agricultural  carriers,  hauling  large  quanti- 
ties of  grain,  cotton,  lumber,  and  livestock.  Petroleum  and 
coal  are  also  considerable  items.  There  is  a  growing  volume 
of  export  traffic,  both  grain  and  cotton,  moving  out  of  Galves- 
ton. 

Naturally,  the  traffic  varies  according  to  seasonal  condi- 
tions, and  is  also  subject  to  great  changes  from  year  to  year, 
caused  by  the  success  or  failure  of  crops  in  a  country  where 
droughts  are  not  uncommon. 

Low  Net  Earnings. — Most  of  the  southwestern  carriers 
have  not  been  very  profitable  and  show  very  low  net  earnings 
per  mile  of  line.  This  may  be  explained  largely  by  their  very 
low  traffic  density.  The  roads  of  the  southwestern  region 
show  the  lowest  number  of  ton-miles  per  mile  of  line  of  any 
section  of  the  country.  Their  trainloads  are  the  smallest  to  be 
found  outside  of  the  New  England  section,  and  the  average 
carload  is  also  very  small.  It  may  be  said  that  they  are  only 
able  to  operate  with  any  success  at  all  by  reason  of  their  low 
expense  per  train-mile,  which  is  similar  to  that  of  the  roads 
in  the  Southeast.  This  condition  is  due  to  reckless  promotion 
and  overconstruction.  There  are  too  many  lines  in  proportion 
to  the  traffic  available  at  present. 

Commodity  Statistics  for  the  West. — Commodity  data  are 
not  available  for  each  of  the  three  western  groups  separately, 
but  some  idea  of  the  kind  of  traffic  throughout  the  whole 
section  may  be  secured  from  the  following  figures.  Data  for 
the  individual  roads  are  to  be  found  in  Statistics  of  Railways 
in  the  United  States. 
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Commodity  Statistics  for  the  Western  District 

%   of   Aggregate       %   of   Total   Freight 

Tonnage  Origi-  Tonnage 

Products  of  Agriculture:  nating  on  Road 

Grain     9.5  8.5 

Flour   —  .     2.1  1 .96 

Other  mill  products   1.4  1.3 

Hay    I.I  1.04 

Tobacco    01  .04 

Cotton     5  .6 

Fruit  and  vegetables    3.1  4.5 

Other  products  of  agriculture  1.2  1.3 

Total    18.9  19.3 

Animals  and  Products  : 

Livestock    3.8  3.2 

Dressed   meats    4  .4 

Other  packing-house  products    4  .3 

Poultry,   game,  and   fish    2  .2 

Wool     04  .06 

Hides   and   leather    i  .1 

Other  animals  and  products 5  .5 

Total    5.4  4.8 

Products  of  Mixes  : 

Anthracite   coal    6  .6 

Bituminous    coal    13.5  14.2 

Coke    5  .7 

Ores     20.2  14. 1 

Stone,  sand,  and  other  like  articles   6.9  5.4 

Other  products  of  mines  3.0  3.9 

Total     447  38.9 

Products  of  Forests  : 

Lumber   10.2  11.7 

Other   products   of    forests    3.0  2.6 

Total     13.2  14.3 

Manufactures  : 

Petroleum  and  other  oils   3.;^  4.5 

Sugar    6  .9 

Naval  stores    03  .04 

Iron,  pig  and  bloom    3  .4 

Iron   and    steel    rails    i  .3 

Other  castings  and  machinery    . . . .' 6  1.6 

Bar  and  sheet  metal    4  1.2 

Cement,   brick,   and    lime    3.0  3.0 

Agricultural   implements    3  .3 

Wagons,  carriages,  tools,  etc 2  .5 

Wines,    liquors,    and    beers    2  .3 

Household  goods  and  furniture 2  .3 

Other  manufactures    2.1  ^-^ 

Total    1 1 .4  16.6 

Miscellaneous    Commodities    not    specified 

above    (carload    rates)     1.8  1.7 

L.C.L.  Goods  not  distributed  above 4.6  4.4 

Grand  Total    loo.o  loo.o 


Part  III— Principles  of  Railway  Rates 


CHAPTER  XI 

ECONOMIC  PECULIARITIES  OF  THE  RAILWAY 

BUSINESS 

The  Economics  of  Rate  Determination — Value The  prin- 
ciples of  railway  rate-making — sometimes  called  theory  of 
railway  rates — deal  with  the  value  of  the  transportation  ser- 
vice. The  inquiry  may  concern  the  question  of  how  railway 
rates  have  actually  been  determined  in  the  past  when  subject 
to  no  close  regulation,  or  how  railway  rates  should  be  deter- 
mined in  the  future  under  close  regulation.  In  any  case,  how- 
ever, it  is  desirable  first  to  pause  and  recall  the  teachings  of 
economics  concerning  the  nature  of  value  and  its  determi- 
nation. 

"Value,"  as  ordinarily  considered  in  economic  science,  is 
the  ratio  in  which  goods  and  services  exchange  for  one 
another,  and  a  commodity,  the  ordinary  unit  of  which  ex- 
changes in  the  market  for  two  ordinary  units  of  a  second 
commodity,  is  twice  as  valuable  as  the  latter.  The  value  of 
the  transportation  service,  accordingly,  is  the  ratio  in  which 
it  exchanges  for  other  commodities  or  services.  Ordinarily 
some  standard  is  adopted  as  a  common  denominator  for 
measuring  and  expressing  values.  Such  a  common  denom- 
inator is  money,  and  our  dollar  represents  the  standard  of 
measurement.  Values,  when  expressed  in  terms  of  dollars  or 
other  monetary  units,  are  generally  called  "prices." 

The  railway  rate  expressed  in  terms  of  cents  per  hundred 
pounds  is,  therefore,  the  price  of  the  transportation  service. 

Like  all  economic  values,  the  value  of  transportation  ex- 
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presses  the  relative  importance  of  the  service  in  comparison 
with  other  valuable  things.  This  relative  importance  in  most 
cases  depends  ultimately  upon  the  relative  cost  of  producing 
the  things  which  are  compared  and  exchanged,  and  upon  the 
relative  intensity  of  the  demands  therefor.  The  demand,  in  its 
turn,  depends  upon  the  intensity  of  wants,  and  is  effective 
in  the  degree  to  which  wants  are  supported  by  purchasing 
power  on  the  part  of  those  who  feel  the  wants.  In  the  case 
of  railway  freight  transportation  the  demand  is  secondary, 
being  derived  from  the  desire  to  have  commodities  at  a  given 
point  to  which  they  have  to  be  hauled.  The  commodity  may 
be  wanted  for  itself,  but  the  transportation  is  wanted  only  as  a 
means  of  obtaining  the  commodity. 

Rates  Equilibrate  Demand  and  Supply. — Another  way  of 
looking  at  value  is  to  consider  it  as  having  a  function — the 
function  of  equilibrating  demand  and  supply.  Thus  the  value 
of  the  transportation  service  must  be  such  as  to  insure  that 
the  supply  of  transportation  is  adequate  to  meet  the  demand 
at  a  point  where  the  greatest  possible  utilization  of  transporta- 
tion facilities  will  exist.  This  point  will  vary  with  industrial 
conditions,  such  as  affect  railway  operating  expenses  and  the 
profits  made  by  shippers  in  transporting  goods  from  place  to 
place ;  but  in  general  it  may  l^e  said  that  the  railway  rate  is  too 
low  as  long  as  the  quantity  of  transportation  service  demanded 
is  greater  than  can  be  profitably  supplied  at  that  rate,  and  z'ice 
versa.  If,  for  example,  between  two  cities  the  railway  rate  is 
one  dollar  per  hundred  pounds,  and  there  is  so  much  profit  to 
shippers  at  that  rate  that  they  demand  more  facilities  in  the 
way  of  locomotives,  cars,  tracks,  and  labor  than  the  railways 
can  supply  between  those  points  without  loss,  then  the  rate 
must  be  raised  in  order  to  enable  the  railway  to  increase  the 
supply.  The  raising  of  the  rate,  on  the  other  hand,  has  a 
tendency  to  reduce  the  shippers'  profit  and  thus  to  eliminate  a 
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part  of  the  demand.  This  double  process  is  one  of  equili- 
bration between  demand  and  supply,  and  it  is  effected  through 
changes  in  value  or  price.  As  a  result  of  this  process  the  maxi- 
mum amount  of  exchanges  of  goods  or  of  transportation  is 
assured  to  the  public. 

General  Rate  Level  vs.  Particular  Rates — There  are  two 
ways  of  looking  at  the  value  of  the  transportation  service  : 

1.  The  entire  freight  service  of  a  railway  or  of  all  rail- 
ways may  l^e  considered  as  a  whole,  and  railway  rates  l:>e 
thought  of  as  a  general  level  of  payment  for  the  combined 
service  performed.  This  is  the  point  of  view  taken  when  wc 
are  considering  general  rate  reductions  or  advances,  and  the 
question  is  one  of  balancing  the  total  revenues  of  the  carriers 
against  the  total  operating  expenses  and  comparing  the  balance 
with  their  total  investment. 

2.  More  frequently  the  question  is  one  of  determining  the 
particular  rate  to  be  charged  for  transporting  some  particular 
commodity  between  two  particular  points.  In  such  cases  we 
do  not  necessarily  deal  with  the  total  expenses  and  revenues 
although  these  are,  of  course,  affected.  Particular  rates  are  in 
a  way  more  difficult  to  determine  than  the  general  rate  level, 
as  it  is  almost  impossible  to  determine  the  cost  of  transporting 
any  particular  commodity.  Consequently,  the  demand  of  the 
shipper  is  apt  to  play  a  larger  part  in  particular  cases.  This 
is  a  pretty  intangible  factor,  and  rates  based  merely  upon 
demand  easily  become  discriminatory. 

From  what  has  been  said  thus  far  it  is  apparent  that  in 
the  last  analysis  the  problem  of  determining  the  value  of  the 
transportation  service — which  is  the  rate  problem — is  one  of 
knowing  and  weighing  the  factors  upon  which  depend  demand 
for  and  supply  of  such  service.  It  is,  therefore,  desirable  to 
lay  a  foundation  for  the  conclusions  to  be  reached  by  analyzing 
those  factors. 
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Demand  Factors — "Marginal  Demand  Price." — Like  the 
demand  for  all  economic  quantities,  the  demand  for  trans- 
portation is  subject  to  the  law  of  diminishing  utility.  As  the 
supply  of  transportation — locomotives,  cars,  and  terminal 
facilities — increases,  the  intensity  of  the  want  for  it  tends  to 
decrease.  Utility  (wants)  may  increase  as  fast  as  transporta- 
tion facilities,  but  always  the  tendency  to  diminish  is  there, 
and  if  the  supply  of  transportation  is  continuously  increased, 
there  will  come  a  time  when  any  unit  of  transportation  service, 
say  the  ton-mile,  will  find  a  less  intense  want  among  shippers. 
Such  is  the  law. 

At  any  given  time  there  is  a  certain  "marginal  demand 
price"  for  a  unit  of  transportation  service.  By  this  is  meant 
that  there  is  a  certain  maximum  rate  which  is  the  most  that 
will  be  paid  by  the  shipper  who  has  the  least  demand  for  such 
a  unit.  As  already  implied,  each  shipper  has  a  certain  want 
for  railway  service  and  a  certain  ability  to  pay,  and  these  are 
the  things  which  determine  his  individual  "marginal  demand 
price."  The  intensity  of  the  shipper's  want  is  what  economists 
call  "marginal  utility."  Shippers  whose  want  or  whose  pur- 
chasing power  is  less  than  the  existing  railway  rate,  do  not  ship, 
and  exercise  only  an  indirect  effect  upon  the  rate  level.  They 
are  "supra-marginal" — above  the  margin. 

Elasticity  of  Demand. — The  "elasticity"  of  demand  is  a 
very  important  factor.  By  this  is  meant  the  readiness  with 
which  prices  or  rates  change  when  the  supply  is  altered.  If 
prices  fall  quickly  when  the  supply  of  a  commodity  is  increased, 
we  say  that  the  demand  is  inelastic,  for  it  breaks  readily. 
When  a  commodity  or  service  has  a  wide  variety  of  uses,  or 
when  there  are  many  unfilled  wants  which  come  into  play  as 
the  supply  is  increased,  the  price  or  rate  tends  to  be  maintained 
and  we  say  the  demand  is  elastic.  This  is  the  case  with  rail- 
way transportation  in  general,  although  the  demand  for  the 
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transportation  of  some  particular  commodity  may  be  inelastic 
just  as  the  consumer  demand  for  that  commodity  may  be. 

This  last  statement  suggests  a  point  already  mentioned, 
namely,  that  the  demand  for  railway  transportation  ulti- 
mately is  derived  from  the  demand  for  the  commodities  which 
are  transported.  The  demand  for  the  transportation  of  salt 
or  any  widely  produced  commodity  which  meets  wants  of 
small  intensity  is  not  so  keen  as  the  demand  for  transportation 
of  silk  or  fruit  which  have,  for  one  reason  or  another,  a  higher 
marginal  utility. 

Supply  Factors — Diminishing  Cost. — Like  all  things  which 
man  can  produce,  railway  transportation  is  supplied  only  by 
incurring  certain  costs  of  production,  and  is  subject  to  the 
laws  which  govern  increase  of  cost.  Some  commodities,  such 
as  agricultural  products,  are  so  closely  dependent  upon  limited 
land  area  that  the  expense  of  producing  them  tends  to  increase 
rapidly  as  production  is  increased,  and  these  may  be  thought 
of  as  obeying  a  law  of  diminishing  returns  or  increasing  cost. 
Others  wdiich  are  generally  more  dependent  upon  the  use  of 
large  amounts  of  capital  show  decreased  unit  costs  as  the 
supply  is  increased,  and  are  said  to  obey  the  law  of  increasing 
returns  or  diminishing  costs.  Such  is  the  case  with  railway 
transportation.  Within  wide  limits,  the  greater  the  volume 
of  transportation  the  less  the  cost  per  ton-mile.  As  will  be 
pointed  out  later,  this  does  not  hold  true  indefinitely,  but  it  is 
apt  to  be  true  for  so  large  a  part  of  the  time  that,  with  certain 
qualifications,  it  is  helpful  to  consider  railways  as  being  subject 
to  unit  costs  which  tend  to  diminish  as  traffic  increases. 

"Fixed  Expense." — The  chief  factor  in  causing  a  condition 
of  increasing  returns  or  diminishing  cost  is  the  existence  of  a 
large  proportion  of  "fixed  expense."  This  condition  is 
notably  true  of  railways,  for,  as  we  shall  see,  approximately 
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two-thirds  of  a  railway's  expenditures  ordinarily  remain  prac- 
tically constant  regardless  of  the  volume  of  business.  This  is 
apt  to  be  true  of  any  business  which  requires  large  initial  in- 
vestment in  fixed  capital,  and  is  made  the  more  true  in  the 
case  of  railways  because  so  large  a  part  of  their  investment, 
such  as  roadbed  and  track,  is  subject  to  depreciation  without 
regard  to  volume  of  traffic.  This  condition  always  tends  to 
make  an  industry  strive  to  increase  its  volume  of  business 
without  much  regard  to  unit  operating  expenses. 

One  can  start  in  the  milk  business  for  a  few  hundred 
dollars,  and  in  the  wholesale  grocery  business  for  a  few 
thousand  dollars.  Such  businesses  require  but  small  fixed 
capital  in  the  shape  of  buildings  and  equipment.  A  railway, 
however,  may  easily  cost  more  than  $50,000  per  mile,  to  say 
nothing  of  the  great  expense  of  terminals  and  equipment.  The 
investment  in  the  railways  of  the  country  is  over  $18,000,000,- 
000.  This  means  an  enormous  "fixed  charge,"  which  does  not 
vary  in  relation  to  the  volume  of  traffic — which,  indeed, 
would  largely  go  on  if  there  were  no  traffic  at  all.  The  follow- 
ing table  shows  the  chief  items  of  a  railway's  expense  and  their 
proportion  to  the  total,  the  figures  being  an  average  for  the 
United  States  for  19 17. 

Chief  Expense  Items — Percentages  of  Total  Railway  Expense 

Percentages  of  the 

Total    of    Expense 

and  Tax   Accruals, 

Percentages  of         and  Deductions 

Items  of   Expense  Total  Expense  from  Income 

Maintenance  of  Way  and  Structures: 

Total 15.6%  11.8% 

Roadway  maintenance 1.8% 

Bridges,  trestles,  and  culverts   i.i 

Ties   2.1 

Track  laying  and  surfacing 4.4 

Superintendence     .9 

Maintenance  of  Equipment: 

Total   24.2%  18.4% 

Locomotives    9-6% 

Freight-cars     9-8 

Passenger-cars    i  -8 
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Percentages  of  the 

Total    of    Expense 

and  Tax  Accruals, 

Percentages  of         and         Deductions 

Items  of   Expense  Total   Expense  from  Income 

Transportation  : 

Total 53.5%  40.5% 

Fuel   for  locomotives   13.8 

Station  emploj-ees   6.9 

Engine  men  and  engine-house  expenses  9.9 

Train  men   6.1 

Miscellaneous    Operation    1.0% 

Traffic    2.3%  ,  2.0% 

General  Expenses 3-4%  2.5% 

Fixed  Charges  Deducted  From  Income  24.3% 


Maintenance  of  Way  and  Equipment. — Taking  up  the 
items  in  the  foregoing  table  one  by  one,  we  find  that  the  main- 
tenance of  way  and  structures  expense  is,  in  large  part,  depen- 
dent upon  weather  and  natural  decay.  Ties  rot  and  road 
ballast  washes  or  blows  away.  Iron  and  steel  rust.  These 
things  are  largely  independent  of  traffic.  So  is  the  cost  of 
removing  snow,  ice,  and  sand,  and  the  painting  and  repair  of 
stations,  signs,  fences,  and  telegraph  lines.  The  largest  single 
item,  however,  track  laying  and  surfacing,  is  most  notably 
independent  of  traffic.  In  the  well-known  Wisconsin  "2-cent 
fare  decision"  in  1907  it  was  found  that  only  one-tenth  of  the 
expense  of  maintaining  roadway,  tracks,  and  bridges  varies 
with  the  traffic,  and  but  one-third  of  the  tie  maintenance; 
while  the  total  expense  of  rails  was  assigned  to  wear  and  tear. 
The  best  estimates  have  been  to  the  effect  that  about  one-third 
of  the  total  expense  for  maintenance  of  way  and  structures 
varies  with  the  traffic,  while  two-thirds  is  fixed  or  independent 
thereof.  As  this  item  is  about  15.6%  of  the  total,  it  is 
apparent  that  10.4%  of  the  total  is  fixed  on  this  account. 

The  expense  of  mantaining  equipment  is  more  variable, 
especially  in  the  case  of  freight  equipment.  Every  effort  is 
made  by  the  railways  to  use  equipment  to  its  full  capacity, 
and  it  can  be  adjusted  to  demand  much  more  readily  than  is 


174  PRINCIPLES  OF  RAILWAY  RATES  [Ft.  Ill 

the  case  with  way  and  structures.  It  is  ordinarily  estimated 
that  about  50%  of  this  item  is  variable,  and,  as  it  constitutes 
24.2%  of  the  total  operating  expense,  we  may  add  another 
12.1%  to  the  fixed  expense. 

Transportation  Expense — Over  half  of  a  railway's  operat- 
ing expenses  are  incurred  for  "transportation,"  and  it  may  be 
estimated  that  approximately  50%  of  these  transportation  ex- 
penses are  constant.  The  largest  single  item  is  fuel  for  loco- 
motives, about  one-third  of  which  is  independent  of  the  volume 
of  traffic,  being  more  closely  connected  with  the  mere  length 
of  time  that  the  locomotive  is  under  steam.  The  next  lar-srest 
items  are  those  made  by  the  wages  of  the  engine  men,  train 
men,  and  station  employees.  As  none  of  these  employees  are 
paid  on  the  basis  of  the  volume  of  the  traffic  which  they 
handle,  it  is  apparent  that  their  wages  can  bear  no  close  rela- 
tion to  that  volume.  In  fact,  to  a  considerable  extent,  wages 
are  paid  on  the  basis  of  time  and  do  not  even  vary  with 
relation  to  train-miles.  These  facts  explain  why  it  is  estimated 
that  something  like  27%  of  a  railway's  total  operating  ex- 
penses are  constant. 

Traffic  and  General  Expense. — The  remaining  items  of 
the  expenses  are  practically  constant,  or  fixed  with  regard  to 
the  volume  of  traffic.  In  "traffic  expenses"  the  variable 
element  is  negligible,  and  in  any  case  the  total  amount  is 
relatively  small.  General  expenses  and  fixed  charges  being 
incurred  to  pay  for  the  services  of  general  officers  and  in- 
terest, rentals,  and  taxes,  naturally  are  much  the  same  year  in 
and  year  out,  regardless  of  the  tonnage  hauled. 

Percentage  of  Total  Variable  and  Constant  Expenses. — 

If  the  reader  has  followed  the  foregoing  analysis,  it  will  now 
be  apparent  that  a  little  over  two-thirds  of  a  railway's  total 
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expenses  (including  tax  accruals  and  all  fixed  charges  or  de- 
ductions from  income)  are  relatively  constant,  or  "fixed,"  with 
reference  to  the  volume  of  traffic.  On  the  basis  of  the  income 
account  of  191 7  the  following  percentages  may  be  considered 
as  fairly  representative : 

Analysis  of  Variable  and  Constant  Expenses 

Percentage  Percentage 

Variable  Constant 

Maintenance  of  way   3.9  7.9 

Maintenance  of  equipment 9.2  9.2 

Transportation    20.2  20.2 

Traffic —  2.0 

General —  2.5 

Fixed  charges    —  24.3 

Total    232  66.1 

It  must  not  be  thought  that  the  constant  or  fixed  expenses 
have  absolutely  no  relation  to  volume  of  traffic,  for  it  is  quite 
obvious  that  this  is  only  true  within  certain  limits.  When  a 
railway's  traffic  develops  to  such  a  point  that  it  must  increase  its 
investment  in  track  and  rolling  stock,  it  must  also  increase  its 
fixed  charges  in  the  way  of  interest  and  taxes.  The  investment 
required  may  be  so  large  as  even  to  prevent  the  payment  of 
dividends  for  a  time.  But  after  the  new  level  of  investment 
has  been  established,  the  capital  charges  again  remain  constant 
regardless  of  the  development  of  traffic.  A  more  general 
statement  of  the  principle  involved,  therefore,  would  be  that 
under  any  given  conditions  as  to  size  of  plant  and  administra- 
tive organization,  approximately  two-thirds  of  a  railway's 
expenses  remain  constant. 

Why  Competition  Tends  to  Become  "Cutthroat." — It  fol- 
lows from  this  situation  that  railways  are  virtually  compelled 
to  take  traffic  which  does  not  contribute  its  full  share  of  the 
revenue  required  to  cover  total  expense.  Under  free  compe- 
tition railways  will  accept  traffic  which  merely  pays  enough  to 
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cover  the  direct  expense  occasioned  by  the  movement  of  that 
particular  traffic,  such  as  the  cost  of  handling  it  at  terminals. 

A  classical  illustration  of  this  situation  is  that  given  by  Had- 
ley  in  his  "Railroad  Transportation."  A  railway  running  from 
A  to  B  is  assumed  to  be  carrying  100,000  tons  between  those 
points  at  25  cents  per  ton,  which  brings  in  gross  revenue  of 
$25,000.  Transportation  expenses  are  $10,000;  repairs  and 
general  expense  $5,000;  and  interest  on  investment  $10,000. 
Thus  the  operating  expenses  are  $15,000.  Now  comes  a  new 
road  which  is  built  parallel  to  the  first  one  and  hauls  traffic 
from  A  to  B  at  20  cents  per  ton.  The  first  carrier  must  meet 
the  reduced  rate  and  consequently  the  gross  revenue  falls  from 
$25,000  to  $20,000.  The  expense  being  assumed  to  remain 
constant  at  $15,000,  it  is  apparent  that  there  is  a  still  smaller 
return,  $5,000,  left  as  interest.  Further  competition  now  cuts 
the  rate  to  15  cents  per  ton  and  the  gross  revenue  of  $15,000 
merely  pays  operating  expenses,  with  nothing  left  over  for 
return  to  capital.  A  further  rate  cut  to  1 1  cents  follows,  with 
the  result  that  the  gross  revenue  falls  to  $1 1,000,  which  is  only 
sufficient  to  pay  the  transportation  expenses  proper  and  con- 
tribute $1,000  toward  repairs  and  general  expenses. 

The  point  to  be  made  is  that  while  in  a  sense  both  of  the 
competing  carriers  are  losing  money,  the  contribution  of 
$1,000  towards  repairs  and  general  expenses  is  better  than 
nothing.  As  long  as  traffic  contributes  something  above  the 
direct  out-of-pocket  expenses  required  to  handle  it,  competing 
carriers  will  desire  it.  As  Hadley  puts  it,  "If  you  take  at  11 
cents  freight  that  costs  you  25  cents  to  handle  you  lose  14 
cents  on  every  ton  you  carry.  If  you  refuse  to  take  it  at  that 
rate,  you  lose  15  cents  on  every  ton  you  do  not  carry."  That 
is  to  say,  your  fixed  charges  being  assumed  to  amount  to  15 
cents  per  ton,  you  lose  that  amount  on  every  ton  you  do  not 
take;  and  if  the  freight  pays  11  cents  towards  those  fixed 
charges,  every  ton  of  it  which  you  secure  cuts  down  your  k)ss 
to  only  4  cents  per  ton. 
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"Joint  Expense." — There  is  a  second  vital  factor  affecting 
railway  rates  on  the  supply  side,  and  that  is  "joint  cost." 
An  unusually  large  part  of  railway  expenses  are  "joint,"  and 
this  fact  profoundly  affects  railway  competition  and  railway 
rates. 

Costs  are  said  to  be  joint  when  they  are  incurred  for  two 
or  more  products  or  services  which  ( i )  have  different  markets, 
and  (2)  are  necessarily  produced  together.^  Cotton  and  cotton- 
seed are  necessarily  produced  together  and  at  the  same  time 
have  different  economic  markets,  one  being  demanded  for 
manufacture  of  textiles  while  the  other  is  used  for  food  and 
feed.  Consequently,  the  cost  of  growing  cotton  is  an  excellent 
illustration  of  joint  cost.  It  is  practically  impossible  to  say  how 
much  of  the  expenses  of  a  cotton  plantation  are  chargeable  to 
the  lint  and  how  much  to  the  seed. 

In  much  the  same  way,  a  railway's  expenses  are  joint,  as 
between  its  passenger  and  freight  service  and  as  between 
various  items  of  freight.  As  a  practical  matter  most  railways 
have  to  produce  passenger  transportation  and  freight  trans- 
portation at  the  same  time,  and  the  utilities  afforded  by  the 
two  branches  of  service  are  widely  different.  Also,  railways 
have  much  traffic  which  is  taken  to  fill  their  cars  on  a  "back 
haul."  They  move  trainloads  of  freight  from  some  point  of 
origin  where  traffic  is  abundant,  and  the  cars  in  those  trains 
have  to  be  returned  to  secure  other  loads.  If  the  point  of 
destination  is  not  one  which  supplies  much  traffic,  the  back 
haul  must  be  largely  empty  and  the  traffic  which  they  secure 
on  the  back  haul  has  special  importance.  Clearly,  the  expense 
of  moving  the  train  from  the  point  of  origin  to  its  destina- 
tion and  back  again  is,  in  a  very  real  sense,  a  cost  which  may  be 
regarded  as  being  incurred  jointly  for  the  prevailing  traffic 
and  the  back-haul  traffic.     The  two  are  necessarily  produced 


'  See   Haney,   "Joint   Costs   with   Especial   Regard  to   Railways,"    Quarterly  Journal 
of  Economics,  Feb.    1916. 
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together,  and  the  transportation  services  are  sold  in  different 
markets.  Several  important  instances  of  the  back-haul  prob- 
lem have  been  given  on  preceding  pages,  such  as  those  of  the 
Pocahontas  roads  and  the  Gulf  carriers.^ 

While  it  is  true  that  in  the  case  of  railway  traffic  the  pro- 
duction of  each  of  the  joint  products  is,  to  a  large  extent, 
variable  and  is  not  physically  fixed  as  is  the  proportion  of  cot- 
ton seed  or  lint,  this  only  makes  a  difference  in  degree,  and 
it  is  economically  necessary  that  an  important  quantity  of  pas- 
senger traffic  be  handled  along  with  freight  traffic,  or  that  the 
back-haul  traffic  be  developed  as  much  as  possible. 

Competition  and  Rates  Affected  by  Joint  Costs. — The  point 
of  this  discussion  of  joint  costs  as  affecting  railways  is  that 
there  can  be  no  direct  relation  between  total  railway  expense 
and  the  volume  of  any  single  kind  or  class  of  railway  traffic. 
Being  necessarily  produced  together,  a  reduction  in  the  volume 
of  any  one  kind  of  traffic  does  not  proportionately  reduce 
expenses.  Indeed,  to  this  extent,  the  matter  is  but  a  phase  of 
the  fixed  expense  idea.  There  are  certain  results  peculiar  to 
joint  expense,  however,  which  are  of  great  importance.  For 
one  thing,  it  is  the  existence  of  a  large  amount  of  joint  expense 
which  makes  railway  competition  so  different  from  .competi- 
tion in  most  industries.  Joint  costs  are  obviously  indetermin- 
ate and  cannot  be  specifically  charged  to  any  one  of  the  joint 
products.  Accordingly,  there  are  no  known  cost  limits,  and 
under  competition  rates  can  be  arbitrarily  fixed.  Competition 
can  never  work  satisfactorily  where  costs  cannot  be  accurately 
determined. 

Moreover,  joint  expenses  open  the  door  to  discrimination. 
When  the  public  knows  approximately  what  it  costs  to  perform 
each  item  of  service,  it  can  insist  that  each  service  shall  be 
performed  with  some  uniform  relation  to  the  expense  involved. 


*  See  pages  130  and   142. 
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Lacking  such  knowledge,  however,  the  pubHc  must,  to  a  large 
extent,  accept  the  arbitrary  charges  named  by  the  carriers. 
Indeed,  the  carriers  themselves,  not  knowing  the  costs  of  their 
different  services,  might,  with  the  best  of  intentions,  name  rates 
which  would  be  discriminatory  on  a  cost  basis. 

Proportion    of    Railway    Expenses    which    Are    Joint. — 

Such  being  the  importance  of  joint  costs,  let  us  attempt  to  get 
some  idea  of  the  proportion  of  railway  expenses  which  are 
joint.  The  chief  data  are  to  be  found  in  the  reports  of  the 
Interstate  Commerce  Commission,  and  there  follows  a  table 
which  shows  the  percentage  of  railway  expenses  which  are 
assignable  to  the  passenger  and  the  freight  services  as  esti- 
mated by  the  Commission  in  its  report  for  191 7. 

Percentages    of    Railway    Operating    Expenses    Assignable    to 
Freight  and  Passenger  Services 


Per  Cent 
of  Total 


Per  Cent 

Assignable 

to  Freight 

Service 


Per  Cent 

Assignable 

to  Passenger 

Service 


Total  Per  Cent 
Assignable 


Total  operating 
expense •. 

Maintenance  of 
way  and  struc- 
tures  

Maintenance  of 
equipment 

Transportation 
(rail) 

Traffic 

General 


100% 

15-6 
24.2 

53-2 
2.3 
3-4 


48.4% 

9-3 

60.8 

56.9 
51-5 
23-9 


15-7% 

2.8 

15-9 

18.0 

33-9 

6.4 


64-1% 

12. 1 

76.7 

74-9 
854 
30.3 


The  foregoing  table  shows  that  approximately  64%  of  a 
railway's  operating  expenses  are  assignable  to  the  freight  and 
passenger  service,  which  leaves  approximately  36%  clearly 
joint  and  unassignable.     This  statement  of  the  case,  however. 
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only  tells  part  of  the  story,  for  after  the  expenses  have  been 
assigned  to  the  freight  service,  there  arises  the  problem  of 
assigning  them  to  the  various  commodities  which  together 
make  up  the  freight  traffic.  Much  the  same  may  be  said  of 
the  expenses  within  the  passenger  service.  Consequently,  we 
must  conclude  that  a  much  larger  percentage  than  36%  is  really 
joint. 

It  has  been  estimated  that  approximately  75%  of  all  a  rail- 
way's expenses,  in  one  sense  or  another,  come  under  the  head 
of  joint  expenses.  In  the  first  place,  although  the  Interstate 
Commerce  Commission  has  undertaken  to  allocate  general  ex- 
penses as  between  freight  and  passenger  service,  the  fact  re- 
mains that  any  allocation  of  the  item  is  more  or  less  arbitrary, 
and  general  expenses  are  essentially  joint.  Consequently,  we 
must  add  approximately  3.4%  to  the  36%  of  expenses  that 
cannot  be  assigned  either  to  passenger  or  to  freight  service, 
which  brings  the  total  up  to  nearly  40%.  In  the  second  place, 
the  allocation  of  expenses  for  maintenance  of  way  and  struc- 
tures must  clearly  be  estimated  on  some  such  basis  as  the  relative 
number  of  miles  made  by  freight  trains  and  passenger  trains, 
and  cannot  be  directly  assigned  to  either  branch  of  the  service. 
Consequently,  a  large  part  of  that  item  is  also  really  joint, 
which  adds  at  least  10%  of  the  total  operating  expenses.  This 
brings  the  total  up  to  50%  even  without  allowing  for  those 
large  parts  of  expenditure  for  maintenance  of  equipment  and 
transportation  which  are  joint  as  regards  the  various  items  of 
freight  traffic  or  passenger  traffic. 

Allocating  Joint  Expenses. — It  must  not  be  supposed  that 
there  are  no  logical  ways  of  allocating  these  expenses — ways 
which  assign  to  various  branches  of  railway  service  and  to 
specific  items  of  traffic  their  reasonable  shares  of  the  joint 
total.  Railway  accountants  and  economists  are  able  to  figure 
on  reasonable  bases  what  almost  any  kind  of  traffic  should  be 
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charged  in  order  to  make  it  pay  its  way.  The  point  is,  that 
though  reasonable,  these  methods  of  allocation  are  necessarily 
arbitrary  and  no  two  accountants  may  agree  exactly  as  to  the 
basis  to  be  used.  Under  such  circumstances,  it  is  natural  that 
if  railways  are  left  to  themselves  to  compete  for  trafific  they 
will  tend  to  make  such  charges  for  hauling  various  shipments 
as  they  may  consider  expedient,  with  the  result  that  they  may 
charge  much  less  for  hauling  some  kinds  of  trafific  than  for 
others  which  apparently  should  bear  just  as  large  a  share  of 
the  joint  operating  expenses.  This  makes  unreasonable  dis- 
crimination easy,  which  is  the  chief  reason  why  the  existence 
of  a  large  proportion  of  joint  expenses  is  so  important  in  con- 
sidering the  railway  problem. 

Peculiarities  of  Railway  Transportation  Supply. — Having 
thus  indicated  the  two  chief  conditions  which  affect  the 
problem  of  determining  railway  rates  from  the  cost  side,  we 
may  sum  up  the  factors  which  affect  the  supply  of  railway 
transportation  by  comparing  the  railway  business  with  the 
ordinary  kind  of  business.  The  economic  theory  of  value 
ordinarily  makes  certain  assumptions : 

1.  It  assumes  that  commodities  or  services  are  divisible 
into  units  of  the  same  kind,  that  is,  that  they  are  composed 
of  equal  and  uniform  parts,  such  as  tons  of  coal,  and  that 
they  may  be  averaged. 

2.  A  corollary  of  this  assumption  is  that  there  are  no 
joint  costs,  but  that  each  unit  can  be  assigned  its  specific 
average  cost,  which  cost  can  be  compared  with  a  demand 
price. 

3.  The  ordinary  theory  further  assumes  that  there  are 
immediate  and  constant  limitations  set  by  costs  which  operate 
in  a  steady  way,  beginning  with  the  first  units  of  supply 
and  varying  as  the  supply  is  increased  or  decreased. 

4.  Finally,  it  is  assumed  that  the  business  will  be  aban- 
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doned  when  it  is  found  that  the  products  of  that  business 
cannot  be  sold  for  enough  to  cover  costs  and  provide  some 
return  for  capital  and  business  enterprise. 

Now  all  these  assumptions  either  do  not  apply  to  the  rail- 
way business  or  do  so  only  in  a  partial  way.  The  services 
performed  by  a  railway  are  not  uniform  and  are  not  divisible 
into  equal  units.  Numerous  kinds  of  freight  and  numerous 
passengers  having  different  wants  are  hauled  under  various 
conditions,  for  various  distances,  and  between  different  points. 
As  we  have  seen,  no  single  unit  of  measurement  can  be  found 
which  is  perfectly  satisfactory,  even  the  ton-mile  being  subject 
to  many  shortcomings.  Closely  connected  with  this  fact  is  the 
large  element  of  joint  expense  which  makes  it  impossible  to 
assign  railway  costs  directly  or  to  compare  them  with  the 
demand  price  for  transportation.  In  the  railway  business  there 
are  no  immediate  and  constant  limitations  on  the  supply  of  any 
particular  kind  of  transportation;  for,  to  begin  with,  a  large 
part  of  a  railway's  expenses  do  not  vary  with  the  volume  of 
traffic,  and  the  situation  is  made  still  more  complex  by  the 
fact  that  the  joint  expenses  cannot  be  directly  compared  with 
the  services  with  which  they  are  connected. 
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CHAPTER  XII 

FALSE  OR  INCOMPLETE  THEORIES  OF  RAILWAY 

RATES 

Cost  of  Service — Before  attempting  to  formulate  the  cor- 
rect principles  of  railway  rate  making,  it  seems  desirable  to 
clear  the  way  by  disposing  of  several  false  or  incomplete  rate 
theories  which  have  gained  some  prominence.  One  should 
note,  however,  that  in  each  one  of  the  theories  to  be  mentioned 
next  there  is  some  partial  truth,  and,  as  will  appear  later,  by 
taking  from  each  its  element  of  truth,  it  is  possible  to  build  up 
a  sound  theory. 

Just  as  in  economics  there  are  those  who  say  that  value  is 
determined  by  cost  of  production,  so  in  dealing  with  railway 
rates  it  has  been  proposed  to  have  them  determined  by  cost. 
The  foregoing  pages,  however,  have  already  prepared  us  to 
understand  that  there  are  peculiar  difficulties  in  the  way  of 
applying  a  cost  theory  to  railway  rates.  Even  if  the  theory 
were  not  in  itself  wrong,  it  would  be  impracticable  as  a  sole 
basis,  for  the  reason  that  something  like  three-fourths  of  a 
railway's  expenses  are  "joint"  and  cannot  be  specifically  as- 
signed to  the  particular  class  of  traffic.  In  a  report  of  a  Senate 
committee  some  years  ago  the  following  statement  was  made : 

The  test  of  cost  of  production,  or  cost  of  service,  which 
is  commonly  regarded  as  useful  in  the  determination  of  fair 
compensation,  has  been  shown  to  be  inapplicable  to  the 
charges  for  specific  railway  services,  owing  to  the  complexity 
of  railway  traffic  and  the  fact  that  many  of  the  expenses  of 
conducting  the  railway  business  are  incurred  on  behalf  of  the 
entire  body  of  traffic  between  particular  points  and  of  particu- 
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lar  kinds.  For  this  reason,  it  is  generally  true,  not  only  that 
there  is  no  ascertainable  cost  of  performing  a  particular 
service,  but  that  there  is  actually  no  sum  which  can  be 
assigned  as  the  real  cost  of  any  single  service.^ 

It  may  be  added  that  the  railway  business  is  so  affected 
by  seasonal  variations  and  by  contingencies  that  any  cost  basis 
would  necessarily  have  to  be  a  rough  average  of  dififerent 
seasons  or  years.  Moreover,  the  costs  differ  on  different 
roads.  What,  for  example,  is  the  cost  of  hauling  a  bushel 
of  wheat  from  Buffalo  to  New  York — is  it  the  cost  of  the 
New  York  Central,  the  Delaware,  Lackawanna  and  Western, 
the  Lehigh  Valley,  the  Erie,  or  the  Erie  Canal?  And  if  it  be 
suggested  that  the  highest  necessary  cost  would  serve  as  a 
basis,  we  are  merely  thrown  back  on  the  question,  what  is  the 
highest  necessary  cost,  a  question  to  which  competition  can  in 
this  business  give  us  no  answer. 

Cost  a  One-Sided  Basis. — A  more  fundamental  objection  to 
cost  as  a  basis,  however,  lies  in  the  one-sided  character  of  such 
a  basis.  The  outstanding  argument  against  it  is  the  fact  that 
the  cost  basis  ignores  the  utility  of  the  service,  or  the  demand 
side.  Cost  is  only  one  side  of  the  problem.  As  a  result,  a 
cost  basis  would  give  no  assurance  that  railways  would  be  used 
to  the  best  advantage.  On  the  one  hand,  low-grade  commodi- 
ties which  might  be  wanted  at  certain  destinations  could  not  be 
moved  thither  because  the  cost,  and  consequently,  the  rate  if 
based  on  cost,  would  be  greater  than  the  price  that  could  be 
paid  for  them.  On  the  other  hand,  if  rates  were  limited  to 
cost,  there  might  be  no  adequate  development  of  transporta- 
tion for  goods  which  are  in  great  demand.  To  insure  the 
movement  of  milk,  fruit,  meat,  etc.,  the  development  of  ex- 
pensive special  facilities  has  been  required,  and  if  rates  had 
been  strictly  confined  to  the  bare  cost  of  transportation  it  may 
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be  doubted  whether  the  necessary  devices  and  organization 
would  have  been  developed. 

Another  point  may  be  made  which  serves  to  illustrate  the 
one-sidedness  of  a  cost  basis, — the  point  that  the  rate  itself 
may  determine  the  cost,  or  in  other  words,  that  cost  may 
within  limits  be  dependent  upon  the  rate.  Though  apt  to  be 
overworked,  there  is  a  certain  element  of  truth  in  this  point, 
since  a  reduction  in  rates  sometimes  results  in  increased  traffic, 
which,  in  turn,  leads  to  lower  operating  expenses  per  unit  of 
traffic. 

Element  of  Truth  in  Cost  Theory. — While  the  cost  theory 
taken  by  itself  is  both  impracticable  and  fallacious,  it  contains 
a  partial  truth  which  should  not  be  overlooked,  and  it  serves  as 
a  much  needed  corrective  to  some  of  the  other  theories  which 
will  be  mentioned.  This  is  well  brought  out  by  a  further  exami- 
nation of  the  point  that  costs  are  dependent  upon  rates.  As 
a  matter  of  fact,  there  are  decided  limits  to  such  dependence. 
Traffic  conditions,  for  instance,  might  make  it  impossible  to 
increase  the  volume  by  reducing  rates,  as  would  be  the  case 
in  a  sparsely  settled  territory  where  no  large  volume  would  be 
forthcoming  even  if  the  rates  were  reduced  to  zero.  Further- 
more, as  already  pointed  out,  when  the  rate  reduction  increases 
traffic  to  a  point  which  requires  increased  investment  or  some 
fundamental  changes  in  service,  such  as  the  addition  of  new 
trains,  the  result  is  an  increase  in  cost,  not  a  decrease.  Finally, 
there  is  a  limit  to  the  point  when  applied  to  the  traffic  as  a 
whole,  which  should  not  be  overlooked.  If  discrimination  is 
to  be  avoided  and  the  rate  level  in  general  is  thought  of,  it  is 
obvious  that  as  rates  are  reduced  there  must  come  a  time, 
whatever  the  volume  of  traffic,  when  the  business  would  be 
operated  at  a  loss.  After  all,  costs  must  continually  set  a  limit, 
and,  zi'hile  rates  might  be  reduced  to  zero,  costs  coidd  never  be 
so  reduced. 
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Distance  Theory. — A  special  phase  of  the  cost  theory  is 
that  which  would  base  rates  on  mileage  or  distance.  There  are 
several  plans  which  fall  under  this  head.  The  proposal  may 
be  for  a  flat  rate  of  so  many  cents  per  hundred  pounds  per 
mile,  which  would  make  the  transportation  charge  increase  in 
proportion  to  the  distance;  or  it  may  be  proposed  to  have  a 
regularly  decreasing  rate  per  mile,  which  would  make  the  tota' 
charge  increase  at  a  less  rapid  rate  than  the  distance.  Mosi 
frequently  in  practice  mileage  rate  schemes  are  based  on  some 
irregular  decrease  in  the  charge  per  mile  as  the  distance  covered 
by  the  shipment  increases,  as  is  illustrated  by  the  tapering  mile- 
age scheme  in  the  Central  Freight  Association  territory  or  the 
percentage  zones  of  the  Chicago-New  York  rate  structure, 
which  will  be  discussed  in  Chapter  XXII. 

Whatever  the  scheme,  however,  it  may  be  urged  against 
all  distance  bases  for  rates  that  as  they  assume  that  costs  are 
related  to  distance,  they  have  some  of  the  weaknesses  of  a  cost 
basis.  An  objection  to  distance  as  to  all  cost  bases  lies  in  its 
neglect  of  the  utility  of  the  service  and  the  ability  of  shippers 
to  pay. 

But  even  from  the  cost  standpoint  distance  does  not  furnish 
an  adequate  basis,  for  the  fact  is  that  a  large  part  of  railway 
expenses  do  not  vary  with  distance.  Notably  the  terminal  ex- 
penses, which  amount  to  a  very  considerable  proportion  of  the 
total,  have  no  relation  to  distance,  and  would  be  the  same 
whether  the  shipment  moved  two  miles  or  two  hundred  miles. 
Maintenance  expenses  which  largely  depend  on  natural  deterio- 
ration would  not  be  reflected  in  charges  based  on  distance,  and 
all  the  expense  of  labor  which  is  paid  by  the  hour  has  no  direct 
relation  to  distance.  Engineers  tell  us  that  at  most  the  cost  of 
the  line  haul  increases  only  as  the  square  root  of  the  distance. 

Postage  Stamp  Theory. — While  this  theory  has  never 
gained  much  of  a   following,   it  is  of  interest  as  being  the 
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Opposite  of  the  distance  theory.  The  postage  stamp  theory  of 
rates  would  have  a  Hat  charge  made  regardless  of  distance, 
much  as  the  Post  Office  Department  charges  for  handling 
letters.  It  is  illustrated  to  some  extent  by  the  practice  of 
"blanketing"  wide  territories  and  applying  the  same  rate  from 
all  points  outside  to  any  point  in  the  territory.  Thus  com- 
modity rates  from  the  whole  eastern  part  of  the  United  States 
to  the  Pacific  Coast  have  been  the  same. 

It  is  argued  by  the  few  who  have  defended  this  idea,  that 
the  railway  business  is  a  public  utility  and  that  it  should  be 
put  at  the  disposal  of  everyone  on  a  uniform  basis,  and  one 
which  would  eliminate  distance  as  a  factor. 

We  may  dismiss  this  proposal  with  short  consideration.  It 
is  fundamentally  unsound  in  that  it  does  away  zvith  the  cost 
test  and  would  doubtless  encourage  a  tremendous  waste  in 
transportation.  In  fact,  it  has  no  economic  basis,  as  it  dis- 
regards both  cost  and  demand.  The  basis  used  in  charging 
for  mail  matter  works  only  because  the  amount  involved  is 
so  small.  Mail  matter  is  rather  uniform,  and  a  2-cent  stamp 
is  to  most  people  a  negligible  payment.  I^reight,  however, 
varies  so  widely,  both  as  to  cost  of  transportation  and  the 
demand  for  the  service,  that  it  seems  entirely  impracticable 
to  adopt  any  uniform  charge.  The  expenses  of  ojjerating  the 
transportation  system  of  the  country,  too,  are  so  enormous 
that  it  would  be  almost  unthinkable  to  allow  them  to  be  in- 
creased without  reference  to  cost.  Such  a  method  of  basing 
rates  could  only  be  put  in  effect  under  government  operation. 

This  theory  lays  the  emphasis  in  an  exaggerated  way  upon 
the  public  utility  aspect  of  railways.  It  is  well  to  realize  to 
the  full  this  aspect.  Under  any  conditions  that  are  likely  to 
exist  in  the  near  future,  it  seems  clear  that  in  operating  a 
machine  which  is  as  expensive  as  the  railway,  and  one  which 
is  so  interwoven  with  industry,  it  is  essential  that  economy 
and  business  considerations  should  have  due  weight. 
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"What  the  Traffic  Will  Bear." — Probably  the  most  fre- 
quently mentioned  principle  of  rate  making  is  that  known  as 
charging  what  the  traffic  will  bear.  It  is  a  sad  commentary 
on  popular  thought  that  this  should  be  true,  for  in  reality  these 
words  cover  up  a  group  of  hazy  ideas  and  tend  to  obscure 
the  issue.  In  the  first  place,  the  phrase  begs  the  whole  question. 
The  question  before  us  is,  What  rate  will  the  traffic  bear? 
Therefore,  to  propound  that  rates  shall  be  determined  by 
"what  the  traffic  will  bear"  gets  us  nowhere.  The  question 
we  are  asking  is  merely  put  in  another  way  without  suggesting 
any  answer.  What  the  traffic  will  bear  is  to  be  the  rate,  but 
what  is  the  amount  ? 

The  proponent  of  the  what-the-traffic-will-bear  idea,  how- 
ever, may  say  that  he  means  something  more  definite  and  that 
he  does  not  intend  to  beg  the  question.  The  trouble  is  that 
he  may  mean  any  one  of  four  or  five  different  things. 

1.  He  may  mean  what  the  traffic  will  bear  and  move  at  all ; 
or  in  other  words,  the  highest  possible  rate  that  could  be 
charged  without  shutting  off  traffic.  Such  an  idea  as  this 
was  perhaps  in  the  heads  of  railway  managers  when  they 
proposed  this  basis  of  rate  making  toward  the  end  of  the 
nineteenth  century. 

2.  If,  however,  the  thinker  is  inclined  to  favor  more 
moderate  charges,  he  may  have  in  mind  an  idea  which  is 
equivalent  to  charging  what  the  traffic  will  bear  and  move 
freely,  which  would  mean  not  the  maximum  rates  but  rates 
which  would  allow  each  class  of  traffic  to  move  in  large 
volume — though  how  large  a  volume  is  to  be  encouraged 
remains  indefinite. 

3.  Again,  this  idea  may  mean  what  the  traffic  will  bear 
without  being  diverted  to  some  other  route  by  land  or  water. 
In  this  case,  "what  the  traffic  will  bear"  would  be  something 
lower  than  in  the  first  case. 

4.  Another  idea  that  may  lurk  behind  the  phrase  is  that 
of  custom — what  is  the  traffic  used  to  bearing? 
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5.  Or  there  may  be  an  ethical  idea  in  the  phrase,  and 
the  one  who  proposes  it  may  really  have  in  mind  the  question, 
what  ought  the  traffic  to  bear?  If  this  is  the  idea  there  can 
be  little  doubt  that  what  is  in  mind  is  some  preconceived 
idea  of  what  constitutes  a  just  railway  rate,  which  would 
merely  take  us  back  to  some  other  theory,  in  which  costs, 
or  demand,  or  both  would  play  various  parts. 


Economic  Fallacy. — In  more  positive  criticism  it  may  be 
pointed  out  that  "what  the  traffic  will  bear"  furnishes  no  pro- 
tection to  shippers,  and  may  easily  be  made  the  basis  for  rates 
which  are  unreasonably  high.  To  take  an  extreme  case,  the 
shipments  in  question  may  be  absolutely  necessary  at  the  point 
of  destination,  as,  for  example,  has  been  the  case  in  times  of 
ice  famine  in  certain  cities.  Then  the  traffic  would  bear  almost 
any  rate  and  might  be  made  the  basis  of  extortion. 

On  the  other  hand,  it  furnishes  no  ground  for  refusing 
transportation  to  goods  which  are  in  little  demand  and  which 
could  not,  therefore,  stand  any  but  very  low  rates.  There  are 
cases  in  which  it  is  desirable  that  the  carriers  should  not  under- 
take to  move  commodities,  for  the  reason  that  the  utility  of  the 
service  is  less  than  the  cost  of  performing  it  and  the  haul 
would  mean  economic  waste.  There  are  cases  of  waste  trans- 
portation due  to  the  participation  cf  very  circuitous  routes 
which  divert  goods  from  the  more  direct  and  economical  chan- 
nels of  transportation,  resulting  in  long,  roundabout  hauls 
which  cost  more  than  the  rate.  To  charge  on  the  basis  of 
what  the  traffic  will  bear  would  allow  the  continuation  of 
wasteful  transportation. 

Clearly,  the  phrase  now  under  consideration  is  but  a  group 
of  words  which  gives  us  little  help  toward  ascertaining  a  law 
of  rate  making,  as  it  is  extremely  vague  and  indefinite,  and  in 
reality  begs  the  question  which  it  seeks  to  answer.  More 
than  that,   it  is  likely  to  result   in  unreasonable   rates,   as  it 
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allows  at  the  same  time  extortionate  charges  where  the  demand 
is  great  and  uneconomic  transportation  where  the  demand  is 
small. 

The  Keep-Everybody-in-Business  Basis. — The  idea  sug- 
gested by  this  heading  is  in  reality  a  close  relative  to  what-the- 
traffic-will-bear  theory,  and  might  have  been  treated  together 
with  it.  It  is  often  to  be  noted  in  rate  discussions  that  the 
argument  is  made  that  various  cities  or  sections  of  the  country 
have  "rights"  which  should  be  protected  in  making  railway 
rates.  Sometimes  this  right  is  based  upon  alleged  natural  ad- 
vantages of  location ;  sometimes  it  rests  on  a  long  established 
practice ;  sometimes  it  is  merely  a  claim  to  a  place  in  the  sun, 
along  with  other  localities.  Indianapolis  has  insisted  that  she 
be  allowed  to  develop  as  a  manufacturing  center  along  with 
Chicago,  St.  Louis,  and  Pittsburgh,  and  has  insisted  on  rates 
which  would  favor  that  ambition.  Boston  insists  on  maintain- 
ing her  ancient  development  as  an  export  and  import  center. 
Jacksonville,  Fla.,  and  Spokane  have  their  respective  "rights" 
which  are  loudly  defended.  The  carriers  which  serve  such 
points  or  sections  have  an  interest  in  the  matter  in  that  they 
desire  to  develop  a  larger  volume  of  traffic,  and  are  apt  to 
favor  what  is  called  "equalization"  by  making  rate  adjustments 
or  differentials  which  will  allow  their  territory  to  compete 
with  others.  Thus  it  comes  to'  be  proposed  that  rates  should 
be  made  with  little  reference  to  cost  or  to  demand,  but  should 
be  made  on  grounds  of  expediency  with  the  idea  of  keeping 
everybody  in  business. 

■  This  idea  is  subject  to  the  last  criticism  made  of  "what 
the  traffic  will  bear,"  as  it  is  apt  to  lead  to  waste  and  un- 
economic development.  To  the  extent  that  it  favors  reason- 
able and  economic  competition  among  markets  and  affords 
opportunity  for  industrial  development  which  will,  in  the  end, 
compensate  for  any  present  losses,  it  may  have  real  merit ; 
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but  it  does  not  in  itself   furnish  an  adequate  basis  of  rate 
making. 

The  Interstate  Commerce  Commission,  in  its  annual  report 
for  1904,  makes  the  following  statement: 

That  rates  should  be  fixed  in  inverse  proportion  to  the 
natural  advantages  of  competing  towns  with  the  view  of 
equalizing  "commercial  conditions,"  as  they  are  sometimes 
described,  is  a  proposition  unsupported  by  law,  and  quite 
at  variance  with  every  consideration  of  justice.  Each 
community  is  entitled  to  the  benefits  arising  from  its  location 
and  natural  conditions,  and  the  exaction  of  charges,  un- 
reasonable in  themselves  or  relatively  unjust,  by  which  those 
benefits  are  neutralized  or  impaired,  contravenes  alike  the 
provisions  and  the  policy  of  the  Statute.^ 

Value  of  Service. — Among  economic  writers  on  railway 
transportation  it  is  common  to  suggest  that  "value  of  service" 
furnishes  a  good  basis  for  rate  making.  Without  mincing 
matters,  however,  it  should  be  noted  at  once  that  the  phrase 
begs  the  whole  question  of  rate  determination.  The  railway  rate 
is  the  value  of  the  transportation  service,  if  that  rate  is  freely- 
determined.  What  is  the  value  of  the  service?  That  is  the 
question  we  are  seeking  to  answer.  How,  then,  can  anyone 
seriously  say  that  rates  should  be  determined  by  value  of 
service  ? 

To  be  sure,  those  who  propose  this  basis  have  something 
in  mind  which  is  a  little  more  definite  than  the  phrase  which 
they  use  as  a  slogan.  They  probably  have  the  idea  that  it  means 
the  value  of  the  service  to  the  shipper.  That  would  mean  that  it 
is  proposed  to  base  railway  rates  on  the  individual  valuations 
of  shippers,  or  upon  demand  alone.  So  stated  the  theory  is 
obviously  one-sided  and  incomplete,  for  it  leaves  out  of  con- 
sideration the  cost  of  the  service.     It  is  correct  so  far  as  it 


*  Eau  Claire  Board  of  Trade  :•.   Chicago,  Milwaukee  and  St.  Paul,  ct  al.,   5  I-C.C. 
Report  264. 
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goes  to  emphasize  the  fact  that  the  demand  for  transportation, 
resting  upon  the  utihty  of  the  service  to  the  shipper  and  the 
shipper's  purchasing  power,  is  a  very  important  factor  in  de- 
termining railway  rates ;  but  it  is  incorrect  to  think  that  rates 
could  be  based  merely  upon  the  subjective  valuations  of  ship- 
pers. As  long  as  railways  are  economically  constructed  and 
operated,  we  shall  have  to  count  the  cost. 

The  conclusion  must  be  that  the  value-of-the-service  theory 
is  either  a  mere  question-begging  phrase,  or  is  a  one-sided  and 
incomplete  theory.  We  note  that  this  theory  may  serve  to 
correct  the  one-sidedness  of  the  cost  theory,  and  that  when  the 
two  are  combined  they  may  furnish  the  basis  for  a  correct 
statement. 

Public  Policy  Basis. — Perhaps  on  account  of  the  complex- 
ity and  difficulty  of  the  subject,  some  economists  have  prac- 
tically given  up  the  attempt  to  state  a  principle  of  rate  making 
that  is  definite,  and,  under  the  influence  of  the  idea  that  the 
carriers  are  fundamentally  affected  with  a  public  interest,  have 
merely  proposed  that  rates  be  made  as  public  policy  dictates. 
One  has  written,  "Both  absolute  and  relative  rates  should  be 
adjusted  according  to  the  demands  of  the  public  interest. "•' 
A  very  little  consideration  will  show  that  such  a  basis  gets  us 
nowhere.  It  merely  creates  a  general  atmosphere,  in  which 
the  thinker  is  called  upon  to  recognize  that  principles  of  social 
justice  and  public  welfare  must  be  considered  in  making  rail- 
way rates. 

But  in  the  first  place,  it  is  to  be  remembered  that  in  the 
United  States  the  railways  are  privately  owned  and  privately 
operated.  This  is  likely  to  be  true  for  many  years.  As  private 
ownership  and  operation  are  to  be  continued,  business  con- 
siderations must  be  given  sufficient  attention  to  encourage 
private  initiative  and  private  capital.     The  public  is  not  to  be 

»  Smalley,   H.   S.,   Railroad  Rate   Control   in   its  Legal  Aspects,   page  45. 
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damned,  but  neither  is  that  part  of  the  pubHc  which  has 
invested  in  railways.  Therefore,  rates  must  be  made  not  only 
according  to  the  demands  of  pubHc  interest  but  also  according 
to  the  demands  of  the  private  interests  which  are  involved. 

In  fact,  the  question  is  at  once  suggested,  What  constitutes 
public  interest  or  public  utility?  Is  it  to  the  interest  of  the 
public  that  rates  should  be  made  without  reference  to  cost? 
Those  who  propose  the  principle  of  public  utility  are  prone  to 
argue  that  cost  cannot  be  determined  and  may  be  ignored.  But 
it  can  be  demonstrated  that  to  ignore  cost  in  rate  making 
would  lead  to  such  great  waste  and  to  such  arbitrary  action 
by  any  body  which  might  be  set  up  to  determine  what  the 
public  policy  is,  that  in  reality  it  would  be  highly  improbable 
that  the  goal  of  public  utility  would  be  attained.  Either  the 
principle  of  public  utility  means  nothing  as  a  definite  or 
practical  basis  for  making  rates,  or  it  means  a  departure  from 
economic  considerations  and  regard  for  cost  which  would  be 
opposed  to  public  welfare.  We  have  had  too  much  of  the 
improvement  of  wan  and  wandering  waterways  and  the  con- 
struction of  palatial  post  office  buildings  to  enable  us  to  regard 
"public  policy"  seriously  as  a  guide  in  rate  making. 

Value  of  Commodities. — Closely  related  to  the  public  policy 
idea  is  the  proposal  that  rates  should  be  based  on  the  value  of 
the  commodities  transported.  This  is  a  sort  of  tax  theory  of 
railway  rates,  which  would  base  the  charge  upon  the  ability 
of  the  commodities  to  pay.  It  is  subject  to  criticism  on  several 
grounds. 

In  the  first  place,  the  value  of  the  transportation  service 
does  not  depend  entirely  upon,  nor  have  a  direct  relation  to 
the  value  of  the  commodity  transported.  There  is  some  con- 
nection— more  important  in  certain  cases  than  in  others — but 
under  the  circumstances  it  would  be  as  illogical  to  determine 
the  value  of  the  transportation  service  by  the  value  of  the 
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goods  hauled  as  it  would  be  to  determine  wages  by  the  value 
of  the  commodity  upon  which  the  laborer  works.  Certainly 
cost  would  be  practically  left  out  of  consideration,  to  say 
nothing  of  supply,  and  in  many  cases  even  demand  may  not 
vary  with  the  value  of  the  commodity. 

In  the  second  place,  the  value  of  the  commodity  is  often 
indirectly  controlled  by  the  railway  rate,  and  to  base  rates  on 
commodity  values  would  therefore  get  us  into  a  vicious  circle. 
When  the  railway  rates  on  coal  are  advanced,  the  price  of  coal 
to  the  consumer  also  goes  up;  and  in  the  case  of  all  bulky 
goods  which  are  transported  by  rail,  the  rate  is  an  important 
factor  in  the  delivered  price.  To  base  rates  on  the  value  of 
commodities  would  be  like  imposing  an  ad  valorem  tarifif  on 
the  basis  of  domestic  valuation  of  goods  and  arguing  that  the 
higher  the  domestic  valuation  the  higher  must  l)e  the  tariff ! 

In  the  third  place,  rates  would  have  to  vary  with  fluctua- 
tions in  market  values  which  would  either  result  in  serious 
practical  difficulties,  or  in  the  partial  abandonment  of  the 
proposed  theory.  It  would  l)e  practically  inexpedient  to  have 
rates  fluctuating  from  day  to  day,  or  even  from  month  to 
month,  according  to  the  ups  and  downs  of  commodity  values. 

In  the  fourth  place,  to  base  rates  solely  on  commodity  value 
would  eliminate  any  consideration  of  the  cost  of  transporta- 
tion, which,  as  has  been  pointed  out,  would  result  in  an  un- 
economical use  of  our  railways. 

Finally,  as  in  taxation,  so  in  any  scheme  according  to 
which  railway  rates  would  be  based  on  commodity  prices, 
values  would  be  only  relative ;  there  would  be  no  basis  for  de- 
termining the  absolute  amount  of  the  rate.  A  well-known 
text  on  transportation  has  said  something  about  "taxing  the 
producers  of  grain  a  certain  percentage  of  its  value" ;  but 
what  percentage,  and  just  what  would  be  the  rate  in  cents 
per  bushel  or  per  hundred  pounds?  To  decide  that  the  rate 
on  one  commodity  should  be  higher  than  the  rate  on  another 


Ch.  12]         FALSE  OR  INCOMPLETE  RATE  THEORIES  195 


commodity  may  give  us  some  basis  for  relative  rates  but  it 

gets   1 

basis. 


gets   us   nowhere   in   the   determination   of   an   absolute   rate 


Taxation  Not  Analogous. — It  is  a  sound  principle  of  taxa- 
tion to  levy  on  each  citizen  in  proportion  to  his  ability  to 
pay.  Taxation  exists  for  the  purpose  of  supporting  govern- 
ment, and  government  exists  for  the  common  welfare  as 
measured  not  only  by  economic  considerations  but  many 
others.  Government  never  has  been  and  never  should  be  run 
as  a  business — although  more  attention  to  economy  may  often 
be  desirable.  Such  being  the  case,  taxation  is  determined 
partly  by  ethical  and  political  considerations,  and  its  amount 
is  left  to  the  determination  of  political  machinery.  In  the 
balancing  of  government  budgets  there  need  be  little  of  that 
balancing  of  cost  against  utility,  or  of  supply  against  demand, 
which  is  essential  for  the  effective  operation  of  railways. 
Taxation  has  a  largely  ethical  basis.  Will  anyone  advocate 
the  running  of  our  railways  on  such  a  basis? 

We  conclude,  therefore,  that  commodity  values,  while 
they  have  their  significance  in  so  far  as  they  may  affect  the 
demand  for  or  the  supply  of  transportation,  do  not  afford 
either  a  logical  or  a  practical  basis  for  making  railway  rates, 
and  that  the  analogy  of  taxation  cannot  be  closely  applied,  as 
the  financing  of  government  operations  is  fundamentally  dif- 
ferent from  the  conduct  of  the  railway  business. 


CHAPTER  XIII 

A  TRUE  THEORY  OF  RATES 

Particular  Rates  vs.  General  Level  of  Rates. — The  first 
step  to  be  taken  in  constructing  a  true  principle  of  rate  making 
is  to  recognize  the  difference  between  the  general  level  of  rates 
and  particular  or  individual  rates.  The  general  rate  level  finds 
expression  in  the  total  operating  revenue  of  the  railway,  and 
may  be  thought  of  as  reflected  in  the  average  receipts  per  ton 
per  mile  of  all  freight.  It  is  the  general  level  of  rates  which 
is  involved  when  the  question  of  a  flat  percentage  advance  in 
rates  is  raised.  Thus  when  in  1922  rates  were  reduced  by 
10%,  it  was  the  general  level  that  was  affected.  The  primary 
question  connected  with  the  general  rate  level  is  the  return 
upon  railway  investment,  and  it  was  because  the  Interstate 
Commerce  Commission  believed  that  the  carriers  could  earn 
5.75%  upon  their  investments  with  a  lower  average  rate  that 
the  10%  reduction  was  ordered.  Prior  to  that  time  there 
had  been  a  series  of  general  rate  advances,  which  were  caused 
by  the  failure  of  the  carriers  to  earn  a  fair  return  on  the 
capital  invested. 

Clearly,  this  is  a  matter  pertaining  to  the  demand  for,  and 
the  supply  of,  railway  facilities  as  a  whole.  When  society 
requires  more  track,  more  cars,  and  more  terminal  facilities, 
society  must  pay  more  for  the  railway  service,  and  if  there  is 
no  way  apparent  of  meeting  the  situation  by  advancing  the 
rates  on  some  particular  commodities,  the  natural  recourse  is 
to  raise  all  rates.  Or  if  railway  operating  expenses  increase 
to  a  point  where  operation  ceases  to  be  profitable,  society  must 
pay  more  in  order  to  insure  the  continuance  and  development 
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of  its  railway  plant,  and  the  general  level  of  rates  must  be 
increased. 

At  other  times,  however,  the  rate  question  is  one  which 
merely  involves  particular  rates.  It  may  be  that  the  railways 
are  earning  adequate  returns,  but  that  the  rates  from  some 
cities  to  an  important  market  are  so  low  that  other  cities  can- 
not compete  on  even  terms  and  demand  either  that  their  rates 
be  similarly  reduced  or  that  the  rates  enjoyed  by  the  favored 
city  be  advanced.  In  such  cases  the  matter  is  one  of  discrimi- 
nation in  particular  rates.  Some  individual  rate  is  involved, 
and  the  question  is  one  of  its  right  relation  to  other  rates.  To 
be  sure  the  raising  or  lowering  of  an  individual  rate  will  affect 
the  total  revenue  or  the  average  receipts  per  ton-mile  and  con- 
sequently the  return  upon  investment.  Such  effects,  however, 
are  merely  incidental.  The  problem  is  primarily  one  of  dis- 
crimination, or  relative  reasonableness,  and  exists  regardless 
of  whether  the  carrier  is  earning  a  fair  return  on  investment 
or  not. 

The  problem  of  the  general  level  of  rates  is  concerned 
with  total  operating  expenses,  while  in  the  case  of  the  partic- 
ular rates  the  only  immediate  consideration  is  the  particular 
cost  of  the  particular  service  performed  in  transporting  some 
particular  commodity. 

The  question  of  determining  the  general  level  of  rates  will 
be  taken  up  in  Chapter  XV.  Thus  far  the  discussion  has 
centered  primarily  in  the  question  of  relative  rates,  and  we  are 
seeking  to  develop  a  principle  according  to  which  the  correct 
rate  may  be  made  for  some  particular  commodity,  taking  into 
consideration  the  cost  of  transporting  that  commodity.  Back 
of  this  question,  it  must  be  remembered,  lies  the  necessity  of 
maintaining  a  general  rate  level  which  will  enable  the  carriers 
to  earn  a  fair  return  on  their  investment.  For  the  present, 
however,  we  shall  assume  that  we  are  in  a  position  to  do  this 
and  shall  refer  to  the  general  rate  level  only  incidentally. 
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Economic  vs.  Non-economic  Standards There  are  two 

standards  possible  in  judging  the  reasonableness  of  railway 
rates.  One  is  purely  economic ;  the  other  may  be  all  or  partly 
ethical,  or  it  may  be  chiefly  political;  but  whatever  its  chief 
basis,  the  factors  considered  are  not  economic.  An  economic 
standard  of  rate  making  is  one  which  makes  everything 
depend  on  a  balance  of  utility  and  cost.  It  considers  the  ex- 
penditure of  labor  and  the  use  of  land  and  capital  required. 
and  against  these  sets  the  net  income  to  be  derived.  It  does 
not  inquire  whether  the  building  of  a  railway  or  the  amount 
of  a  rate  is  right  or  wrong,  nor  whether  politics  makes  it  ex- 
pedient.    The  question  is,  does  it  pay? 

It  is  conducive  to  clear  thinking  frankly  to  recognize  that 
in  making  rates  other  than  economic  considerations  are  re- 
quired. During  the  war  the  public  defense  was  a  consideration 
which  transcended  purely  economic  factors,  and  rates  were 
made  with  reference  to  the  needs  of  the  country.  For  example, 
very  low  rates  were  made  on  manganese.  Too  often,  how- 
ever, political  considerations  are  dangerous  in  rate  making. 
Under  the  influence  of  a  strong  political  group  in  Congress 
special  rate  reductions  have  been  made  on  hay,  grain,  and 
livestock,  for  which  no  economic  justification  is  possible  and 
which  certainly  amount  to  discrimination.  Almost  always 
when  the  real  question  is  one  of  political  expediency  or  right 
and  wrong,  there  is  an  effort  to  justify  the  proposal  on  eco- 
nomic ground,  with  the  result  that  thinking  becomes  muddled. 
The  proposal  is  made  first  and  then  arguments  are  scraped 
together  in  its  defense. 

Without  going  into  detail  it  may  be  concluded  that  in  a 
vast  majority  of  cases  economic  considerations  should  prevail, 
and  that  where  other  considerations  arise,  it  is  essential  that 
they  be  distinctly  stated  and  compared  with  the  economic  con- 
siderations. In  this  way  only  can  muddle-headedness  be  pre- 
vented.    When  it  is  proposed  to  make  a  rate  reduction  on  the 
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ground  of  the  "rights"  of  some  community  or  section,  the 
nature  and  basis  of  those  rights  should  first  be  clearly  stated. 
Then  the  balance  between  cost  and  income  should  be  struck, 
and  finally  a  decision  should  be  made  after  comparing  the 
desirability  of  preserving  the  alleged  rights  with  the  net  cost 
of  making  the  change. 

Unregulated  Competition  in  Rates  Impracticable. — Econ- 
omists have  been  able  to  formulate  pretty  definitely  the  prin- 
ciples which  govern  the  determination  of  value  and  price  in 
the  ordinary  kind  of  industry  and  under  competition.  The 
railway,  however,  is  not  an  ordinary  kind  of  industry,  and  is 
not  subject  to  competition  in  the  ordinary  way.  It  must  be 
frankly  admitted  that,  in  a  sense,  railways  are  natural  mo- 
nopolies, and  that  direct  competition  in  rates  will  not  work  in 
the  railway  business.  The  carriers  will  compete  in  service,  and 
will  lend  themselves  to  the  furtherance  of  competition  among 
the  cities  which  they  severally  serve,  but  as  between  railways 
which  serve  the  same  points,  in  the  matter  of  naming  rates  it 
has  been  found  that  any  competition  which  arises  is  sporadic 
and  soon  passes  away.  Direct  railway  rate  competition  tends 
to  become  "cutthroat"  and  cannot  normally  exist,^ 

Requirements  for  Effective  Working  of  Competition. — 
The  successful  working  of  competition  supposes  that  costs  can 
be  known  and  that  price  tends  to  equal  costs,  including  a  re- 
turn on  capital  and  business  enterprise.  The  inefficient  or 
high-cost  companies  are  forced  to  drop  out;  the  efficient  or 
low-cost  companies  grow;  supply  is  quickly  adjusted  to 
demand — these  are  the  assumptions  with  regard  to  industries 
which  are  not  natural  monopolies.  In  the  case  of  railways, 
however,  inefficient  companies  do  not  drop  out,  for  the  weaker 
lines  struggle  on  and  demoralize  rates  till  they  fall  into  the 

^  The  competition  which   exists   among  railways   is   discussed   in   Chapter   XVI. 
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hands  of  the  receiver.  The  receiver  continues  to  operate  them ; 
they  are  reorganized  and  reheved  of  their  most  pressing  ob- 
Hgations,  but  continue  to  operate  and  are  often  still  weak. 
On  the  other  hand,  the  efficient  railway  companies  do  not  win 
out,  but  ever  have  to  confront  the  bankrupt  carriers  and  the 
struggling  circuitous  routes  which  can  only  secure  business 
by  making  rate  concessions.  The  history  of  such  railways  as 
the  Wabash  and  the  Erie  amply  illustrates  the  situation. 

This  survival  of  the  unfit  is  primarily  due  to  the  large 
investment  which  is  sunk  in  highly  specialized  forms  of  capital 
that  can  only  be  salvaged  by  continued  operation.  But  the 
close  relation  of  the  railway  to  social,  political,  and  legal  con- 
siderations is  also  to  be  noted.  Under  the  law  a  common  car- 
rier cannot  at  will  abandon  operation  and  wind  up  its  affairs, 
for  it  is  regarded  as  having  assumed  obligations  to  society 
which  it  must  carry  out.  Thousands  of  homes  have  been  built 
along  its  line,  and  industrial  arrangements  have  been  made  on 
the  assumption  that  it  will  continue  to  operate.  Recently,  for 
example,  the  Kansas  City,  Mexico  and  Orient,  iDcing  in  a 
bankrupt  condition,  sought  to  abandon  its  property  and  cease 
operation.  Even  in  the  relatively  undeveloped  territory  served 
by  that  road,  however,  it  was  deemed  imperative  that  it  con- 
tinue to  operate,  and  strenuous  measures  were  taken  to  re- 
organize its  affairs  in  order  to  prevent  the  widespread  losses 
and  hardships  which  would  be  suffered  by  the  little  communi- 
ties and  farms  dependent  upon  it. 

Railway  Rates  Tend  to  Follow  Law  of  Monopoly  Price. — 
For  these  reasons  competition  in  rates  will  not  work  in  the 
railway  business  as  it  does  in  many  kinds  of  enterprise.  The 
initial  investment  is  so  large  and  so  specialized  in  form,  there 
is  so  little  relation  between  operating  expenses  and  rates,  and 
the  obligations  assumed  by  the  common  carriers  are  so  contin- 
uous,  that  fitness   does   not   determine   survival.      Therefore, 
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railway  rates  tend  to  obey  the  law  of  monopoly  price,  and  if 
the  carriers  were  left  to  themselves  without  regulation,  the 
only  limitation  upon  the  operation  of  that  law  would  be  such 
competition  as  might  be  offered  by  water  routes  or  highways, 
and  competition  in  serv^ce.^ 

The  law^  of  monopoly  price  is  that  in  a  monopolistic  indus- 
try prices  are  fixed  at  such  a  level  that  they  will  yield  the  high- 
est net  return.  Accordingly,  the  conclusion  must  be  drawn  that 
railways  tend  to  adjust  their  rates  so  that  in  the  aggregate  they 
will  yield  the  highest  net  return  upon  the  railway  investment. 

How  the  Law  of  Monopoly  Price  Works. — While  remem- 
I^ering  that  the  law  of  monopoly  price  is  not  actually  allowed 
to  work  itself  out,  it  is  still  important  to  consider  how  it  would 
work  if  it  could,  since  the  tendency  is  always  there.  How, 
then,  is  the  highest  net  return  to  be  secured  in  the  railway 
business  ?    Three  points  seem  clear : 

1.  N^o  rate  zcould  be  fixed  zvJiich  would  be  permanently 
below  the  direct  cost  of  the  particular  service  involved,  by 
direct  cost  meaning  the  cost  which  would  disappear  if  the 
particular  service  were  withdrawn.  This  direct  cost  would 
have  to  set  a  minimum,  for  any  rate  below  that  minimum 
would  mean  a  reduction  in  net  returns.  This  cost  would 
have  to  include  a  part  of  the  variable  transportation  and 
maintenance  expenses,  and  the  cost  of  handling  at  terminals, 
keeping  records,  and  the  like.  However  small  might  be  the 
amount  of  added  expense  that  could  be  specifically  attrib- 
uted to  any  class  of  traffic,  it  would  be  significant  as  fur- 
nishing a  minimum  below  which  the  monopolist  could  not 
go  without  failing  to  observe  the  law  of  monopoly  price, 
and,  consequently,  failing  to  secure  the  highest  net  return. 

2.  No  rate  could  be  permanently  so  high  that  it  would 


-  Also,  from  time  to  time  the  growth  of  cities,   producing  areas,   etc.,   may   disturb 
a  settled  rate  structure  and  cause  competition   in   rates   temporarily. 
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shut  off  traffic  that  might  increase  net  returns.  The  railway 
monopoly  would  have  it  in  its  power  to  name  rates  as  high 
as  it  might  please,  but  there  would  be  no  pleasure  in  fixing 
rates  so  high  that  profitable  traffic  would  be  reduced  in 
amount. 

3.  //  allowed  to  act  as  monopolies,  railways  would  tend  to 
fix  rates  somewhere  betzveen  the  minimum  and  the  maximum 
points  indicated,  so  that  the  product,  ton-miles  x  rate,  would 
be  equal  to  maximum  total  net  revenue. 

Monopoly  Class  Price. — It  is  highly  important  to  observe 
that  the  idea  of  monopoly  class  price  enters  at  this  point.  It 
is  often  impossible  to  secure  the  highest  net  revenue  by  charg- 
ing all  customers  the  same  price  for  the  same  service.  Ac- 
cordingly, the  monopolist,  in  seeking  the  highest  net  return, 
often  classifies  his  customers  or  branches  of  business  accord- 
ing to  their  ability  to  pay,  and  seeks  to  secure  the  maximum 
price  for  each  class. 

Everyone  is  familiar  with  the  practice  of  putting  out  goods 
which  are  practically  the  same  under  different  labels  or  other 
superficial  distinguishing  marks,  and  charging  different  prices. 
This  was  once  the  practice  of  the  Standard  Oil  Trust  in 
making  different  prices  for  different  "grades"  of  kerosene. 
The  publishers  of  copyright  books  often  get  out  series  of  dif- 
ferent editions,  ranging  from  limited  "de  luxe"  issues,  per- 
haps autographed,  down  to  "popular  editions,"  which  are  sold 
at  widely  different  prices — prices  which  differ  much  more 
widely  than  do  the  expenses  of  the  different  editions. 

In  the  railway  business  this  tendency  to  get  a  maximum 
total  net  return  by  charging  ^ach  class  of  traffic  the  most  it 
will  bear,  is  especially  strong,  for  the  reason  that  the  costs  are 
so  largely  joint  and  indeterminate.  This  is  why  such  ideas  as 
"value  of  service,"  "what  the  traffic  will  bear,"  and  "value  of 
the  commodity"  have  gained  such  prominence.     "Low-grade 
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traffic,"  which  has  Httle  value,  although  it  may  cost  as  much 
to  move  it,  cannot  bear  so  high  a  rate  as  can  high-grade 
traffic,  and  accordingly,  is  allowed  to  move  on  special  com- 
modity rates,  while  the  higher  grades  of  traffic  are  arranged  in 
a  series  of  classes  which  are  charged  widely  different  rates, 
often  with  but  little  reference  to  the  relative  cost  of  trans- 
porting them.  The  cost  of  handling  and  moving  the  higher 
grades  may  or  may  not  be  greater  than  is  the  case  with  the 
lower  grades.  The  point  is,  that  the  difference  in  the  rate 
charged  is  not  in  proportion  to  the  difference  in  the  cost.  Local 
rates  are  apt  to  be  higher  than  through  rates.  Points  having 
water  competition  have  rate  advantages  over  those  which  do 
not.  Passengers  who  can  afford  it  are  given  an  opportunity 
to  pay  disproportionately  high  prices  for  superfine  service.  In 
these  ways  the  carriers,  even  today,  seek  to  secure  a  maximum 
net  return,  and  if  they  were  subject  to  no  regulation,  the  dis- 
crimination among  classes  of  traffic  would  be  much  more 
marked. 

Government  Regulation. — Today,  even  though  regulated 
and  subject  to  some  competition,  the  railways  are  partial  mon- 
opolies. Government  regulation  does  not  make  them  any  less 
so.  What  it  does  is  to  make  the  discriminations  which  arise 
under  the  principle  of  monopoly  class  price  more  reasonable 
than  they  otherwise  would  be,  and  to  eliminate  the  maximum 
net  revenue  basis  of  discrimination.  The  government  says 
to  the  railways,  "You  may  put  this  commodity  into  your  'first 
class'  and  charge  it  accordingly  high  rates,  and  you  may  give 
the  other  commodity  a  special  low  'commodity  rate';  but  you 
shall  do  this  not  arbitrarily  and  for  the  mere  purpose  of  in- 
creasing your  net  earnings  to  a  maximum,  but  shall  do  it 
because  it  seems  reasonable,  taking  into  consideration  the  esti- 
mated relative  expenses  as  well  as  the  ability  of  the  traffic  to 
bear  the  rates." 
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The  Law  of  Monopoly  Price  Greatly  Limited  in  Its 
Application. — But  the  monopoly  of  the  railway  is  only  partial. 
In  the  first  place,  railways  are  limited  in  their  charges  by  the 
interests  of  the  producers  who  furnish  their  traffic,  and  con- 
sequently must  adapt  rates  to  the  competition  w^hich  exists 
between  various  producing  centers  for  the  same  markets.  The 
ocean,  lakes,  canals,  rivers,  and  highways,  all  directly  or  in- 
directly affect  railway  charges  and  set  limits  to  their  ability 
to  secure  the  maximum  net  return.  Finally,  as  already  indi- 
cated, government  regulation  has  tended  to  reduce  the  dis- 
crimination by  emphasizing  cost  as  a  basis  of  classification. 
In  fact,  we  do  not  find  rates  which  are  determined  on  a  purely 
monopolistic  basis,  but  rather  rates  which  are  fixed  by  govern- 
ment regulation.  The  point  is  that  government  policies  are 
necessarily  adapted  to  or  affected  by  the  inherent  character  of 
the  railway  business,  and  are  accordingly  influenced  by  the  ten- 
dency to  monopoly  which  is  characteristic  of  those  operations. 

We  may  say  that  railway  rates  as  they  now  exist  in  the 
United  States  are  the  result  of  a  struggle  and  compromise 
between  three  groups  of  forces : 

1.  The  inherent  monopolistic  tendency  to  secure  the 
highest  net  return  and  to  classify  trafiic  on  the  basis  of  what 
it  will  bear. 

2.  The  elements  of  competition  which  always  limit  the 
railways'  monopoly,  and  especially  competition  among 
markets  and  with  waterways  and  highways. 

3.  Government  regulation  with  its  emphasis  of  cost  and 
of  broader  considerations  of  social  welfare. 

Today  government  regulation  is  the  dominant  factor  and  the 
Interstate  Commerce  Commission  is  empowered  to  name  defi- 
nite rates.  The  railways  cannot  change  an  interstate  rate  with- 
out the  approval  of  the  Interstate  Commerce  Commission. 
The  practical  question,  therefore,  which  confronts  us  is  what 
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basis  should  the  government  use  in  fixing  rates  or  apply  as  a 
criterion  in  approving  rates  proposed  by  the  carriers. 

Principle  of  Competitive  Exchange  Value  the  Best  "Basis." 

— The  thesis  of  this  work  is  that  the  most  practical,  expedient, 
and  economic  railway  rates  are  those  which  would  be  estab- 
lished by  competition  if  competition  could  work  effectively  in 
the  railway  business.  While  recognizing  that  direct  competi- 
tion between  railways  in  rates  does  not  work,  it  is  also  to  be 
recognized  that  no  economic  agency  is  sufficiently  wise  and 
unbiased  to  determine  values  on  an  arbitrary  basis.  At  best, 
men's  judgments  are  colored  by  predispositions  and  prejudices, 
and  governmental  bodies  are  subject  to  political  influences. 
The  wisest  captains  of  industry  know  that  they  cannot  safely 
undertake  to  substitute  their  individual  judgments  for  the  forces 
of  demand  and  supply.  Recently,  in  talking  with  the  responsible 
officer  of  a  great  industrial  corporation,  the  author  was  sur- 
prised to  have  it  frankly  acknowledged  that  prices  fixed  by 
agreement  w'ithin  the  industry  would  be  unwise,  for  the  reason 
that  human  intelligence  w^ould  not  enable  the  determination  of  a 
price  which  would  satisfactorily  equilibrate  demand  and  supply. 
Said  he,  "The  price  of  our  product  was  recently  established  on 
too  high  a  level,  with  the  result  that  there  has  been  overproduc- 
tion and  we  are  now  paying  the  penalty  of  a  severe  reaction  in 
the  market.  I  see  no  way  of  determining  a  correct  price  other 
than  to  put  our  goods  on  the  market  and  sell  them  for  what 
they  will  bring.  The  conditions  affecting  production  and 
consumption  are  so  complicated  that  no  man  can  say  with 
certainty  what  the  value  of  his  product  is." 

Of  course,  to  work  out  the  true  value,  the  forces  of  demand 
and  supply  must  operate  under  intelligent  direction,  and 
notably  each  producer  must  know  his  expenses  and  the 
technique  of  his  business,  including  markets  and  methods  of 
distribution.       Under    abnormal     conditions     of     panic     and 
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ignorance  free  competition  may  lead  to  the  establishment  of 
abnormal  economic  values,  much  as  disturbances  in  tempera- 
ture or  currents  of  air  might  lead  to  the  registration  of  incor- 
rect weights  by  a  delicate  balance.  But  the  objective  deter- 
mination of  economic  values  in  a  competitive  market  is  the 
ideal,  and  it  is  believed  that  the  only  correct  principle  of  rate 
making  lies  in  an  attempt  to  approximate  such  a  determina- 
tion. 

Economists  have  carefully  studied  the  determination  of 
economic  value  under  competition,  and  the  science  of  econom- 
ics provides  the  means  of  so  analyzing  and  weighing  the 
factors  in  demand  and  supply  that  even  in  as  complicated  a 
matter  as  the  determination  of  railway  rates  we  may  approx- 
imate an  equilibration  of  those  factors  which  will  result  in 
rates  which  may  with  confidence  be  said  to  be  what  compe- 
tition would  establish  if  it  could  work. 

Determining  Normal  Value  under  Competition — Marginal 
Demand  Price. — In  the  introductory  paragraphs  in  Chapter 
XI,  something  has  already  been  said  of  the  nature  and  function 
of  economic  value.  It  will  now  be  well  to  go  into  the  matter 
a  little  more  intensively  and  with  more  direct  reference  to  the 
problem  in  hand.  Free  competition  determines  value  at  a 
point  where  the  marginal  demand  price  and  the  marginal 
supply  price  are  equal.  In  the  railway  business  the  marginal 
demand  price  is  the  sum  that  the  shipper  whose  demand  for 
transportation  is  the  least,  will  pay.  We  may  think  of  all  the 
shippers  of  a  given  product  in  a  given  producing  territory  as 
being  arranged  in  the  order  of  the  amount  per  hundred 
pounds  that  each  is  willing  to  pay  for  the  transportation  of 
his  product.  Let  us  say  that  there  are  ten  manufacturers  of 
shoes  in  St.  Louis.  Each  one  has  a  dififerent  cost  of  producing 
shoes,  and  there  may  also  be  differences  in  their  success  in 
marketing,    which   result    in    dififerent    wholesale    prices    they 
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secure  at  the  point  of  destination  to  which  they  are  shipping. 
At  the  top  of  the  series  is  the  shoe  manufacturer  whose  cost 
of  production  is  the  lowest  and  who  secures  the  best  deHvered 
price  for  his  product.  He  would  be  willing  to  pay  a  much 
higher  railway  rate  than  would  the  tenth  manufacturer  whose 
cost  of  production  is  the  highest  and  who  secures  the  lowest 
delivered  price.  This  tenth  or  marginal  shipper  can  barely 
afford  to  pay  the  existing  rate.  His  "demand  price"  for  trans- 
portation is  the  marginal  demand  price. 

Marginal  Supply  Price. — On  the  other  hand,  the  marginal 
supply  price  is  the  least  that  the  railways  can  afford  to  accept 
for  the  transportation  service.  There  are  several  railways 
out  of  St.  Louis,  having  different  operating  expenses  and  dif- 
ferent traffic  problems,  such  as  empty  back  haul  and  the  like. 
Moreover,  each  one  of  the  railways  has  a  series  of  cost  levels, 
which,  as  they  are  successively  impinged  upon,  offer  increased 
resistance  to  reductions  in  rates.  The  highest  level  is  a  pro 
rata  share  of  all  expenses,  including  fixed  charges.  If  under 
competition  the  railway  cannot  secure  from  the  shipper  of  shoes 
a  rate  high  enough  to  equal  this  cost  level,  it  will  seek  to  secure 
enough  to  cover  all  transportation  expenses,  including  both 
terminal  charges  and  the  expenses  of  the  line  haul.  Below  this 
second  cost  level  lies  a  minimum  level  set  by  the  cost  which 
would  be  added  by  the  particular  shipment.  This  may  be  called 
the  "specific  cost."  It  would  be  barely  enough  to  defray  the 
expense  of  loading  and  unloading  the  shipment  (if  it  is  L.  C.  L. 
freight),  the  expense  of  making  the  records  that  are  involved, 
of  collecting  from  the  shipper,  and  an  allowance  for  loss  and 
damage  claims.  This  minimum  should  generally  also  include 
a  share  of  the  line-haul  expenses  based  on  the  average  ton-mile 
operating  expense ;  but  in  case  of  an  empty  back  haul  even  this 
item  may  not  be  required. 

Of  course,  there  are  many  more  possibilities  than  the  three 
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levels  here  suggested.  These  three  levels  have  been  mentioned 
merely  to  bring  out  the  idea  of  the  railway's  marginal  supply 
price,  arid  we  are  now  in  a  position  to  say  that  this  marginal 
supply  price  of  transportation  is  normally  the  least  cJuirge  that 
can  be  accepted  without  incurring  a  loss  by  the  railway  zchich 
needs  the  business  most  or  zvhich  is  least  efficient. 

It  will  be  noted  that  the  idea  of  loss  is  not  absolute.  As  al- 
ready explained  (page  175/.),  a  railway's  expenses  are  such  that 
it  may  accept  the  traffic  without  loss  which  merely  covers  the 
added  cost  of  taking  on  that  particular  traffic.  When  traffic 
will  not  bear  more  than  this  it  cannot  be  said  to  be  a  loss  to 
handle  the  traffic  at  the  minimum  level.  It  must,  however,  be 
insisted  that  no  traffic  can  be  hauled  for  less  than  the  minimum 
level  suggested  without  loss,  and  that  under  competition  no 
rates  could  normally  persist  which  would  be  below  that  level — 
unless  we  were  to  accept  the  idea  of  price  "leaders,"  such  as  are 
made  by  department  stores,  which  is  almost  always  open  to 
question  as  a  competitive  device,  and  which  would  be  intoler- 
able in  the  business  of  a  common  carrier. 

Balance  between  Marginal  Demand  and  Supply  Prices. — 
If  the  reader  has  followed  the  foregoing  discussion,  it  will 
be  easy  to  grasp  the  idea  of  a  group  of  shippers,  each 
with  a  particular,  individual,  marginal  demand  price,  which 
group  confronts  a  group  of  carriers,  each  of  which  has 
its  particular  marginal  supply  price  of  transportation.  Of 
course,  there  are  at  least  as  many  groups  of  shippers  as 
there  are  kinds  of  business.  For  the  transportation  of  each 
commodity,  therefore,  there  is  a  separate  balance  between  a 
group  of  shippers'  marginal  demand  prices  and  carriers' 
marginal  supply  prices.  When  these  marginal  demand  prices 
and  marginal  supply  prices  are  in  equilibrium,  the  true  eco- 
nomic rate  is  determined.  Let  us  first  inquire  more  fully  what 
conditions  determine  the  strength  of  the  demand  price  and  the 
supply  price. 
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Factors  Determining  Demand  Price — i.  Shippers'  Profit. 

— The  demand  price  of  a  shipper  for  transportation  depends 
upon  a  group  of  factors,  each  one  of  which  must  be  carefully 
considered  in  order  to  determine  how  high  the  rate  may  be. 
These  factors  will  be  taken  up  roughly  in  the  order  of  their 
importance. 

Probably  the  simplest  case  of  demand  for  transportation 
is  that  which  is  derived  immediately  from  the  wants  of  the 
consumer.  When  an  individual  orders  from  some  mail-order 
house  a  bill  of  gDods  on  which  he  has  to  pay  the  freight,  he 
has  acted  because  he  wants  the  goods  in  his  home  where  he 
can  consume  them.  The  demand  for  transportation  is  inci- 
dental to  the  demand  for  the  goods.  The  more  intense  the 
w^ant  of  the  prospective  consumer,  the  greater  the  demand  for 
transportation  and  the  higher  the  rate  which  the  carrier  might 
charge. 

The  great  bulk  of  freight,  however,  consists  of  goods 
which  are  shipped  by  manufacturers,  merchants,  etc.  Their 
demand  for  transportation  is  not  immediately  connected  with 
the  wants  of  the  ultimate  consumer.  The  underlying  basis 
of  their  demand  for  transportation — which  applies  to  most  of 
the  railways'  business — is  the  profit  secured  by  the  person  or 
firm  which  is  responsible  for  making  the  shipment.  When 
goods  are  shipped  from  one  market  to  another,  it  is  ordinarily 
due  to  the  fact  that  they  meet  a  greater  demand  at  the  point 
of  destination  than  they  had  at  the  point  of  origin.  Much 
as  a  spark  jumps  from  the  positive  pole  to  the  negative,  goods 
move  from  places  where  they  have  a  lower  level  of  valuation 
to  places  where  they  find  higher  valuations.  To  carry  the 
analogy  further,  if  the  distance  between  the  two  poles  is  too 
great,  or  some  non-conducting  material  intervenes,  the  trans- 
fer of  electricity  does  not  take  place.  Just  so,  if  the  cost  of 
transportation  or  the  rate  is  too  high,  the  shipment  will  not 
normally  occur. 

The  typical  case  is  that  of  a  manufacturer  who  is  shipping 
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his  product  at  a  price  which  includes  freight.  The  manufac- 
turer has  a  certain  cost  of  production,  which  we  assume  to  be 
$1  per  unit  of  his  product.  The  price  at  which  that  product 
is  selhng  in  a  city  lOO  miles  away  from  his  plant  is  $1.50  per 
unit.  The  difference  between  his  cost  and  the  price  in  the 
distant  city  is  50  cents.  Obviously,,  this  manufacturer  could 
pay  a  freight  rate  amounting  to  50  cents  per  unit  without  loss. 
The  utmost  limit  of  his  demand  for  transportation  is  set  by 
the  spread  between  his  cost  f.o.b.  cars  at  the  factory  and  the 
market  price  at  destination.  As  a  matter  of  fact,  he  riiust 
ordinarily  make  sufficient  profit  to  reward  him  for  the  risks  and 
services  which  are  involved  in  his  business  enterprise,  and  con- 
sequently the  maximum  of  his  demand  for  transportation  is 
measured  by  a  sum  which  is  somewhat  less  than  50  cents ;  say 
40  cents. 

Similarly,  a  retail  merchant  who  orders  goods  from  a 
wholesaler  has  to  pay  a  certain  price  f.o.b.  cars  at  the  point 
where  the  wholesaler  is  located,  and  must  sell  the  goods  to 
his  customers  at  a  price  somewhat  above  his  cost.  The  dif- 
ference between  the  two  figures,  allowing  for  his  profit,  con- 
stitutes his  maximum  demand  price  for  transiX)rtation. 

In  short,  the  ordinary  basis  of  demand  for  transportation 
lies  immediately  in  the  difference  between  the  cost  of  produc- 
tion, or  the  cost  of  goods  purchased,  at  some  point  of  origin 
and  the  price  at  which  the  goods  cmt  be  sold  at  the  point  of 
destination. 

Freight  Rate  and  Price  Affected  by  Demand  in  the  Same 
Way. — The  question  which  naturally  arises  at  this  point  is — 
Does  the  price  of  the  goods  at  destination  not  depend  in  part 
upon  the  freight  rate  and  consequently  is  it  not  reasoning  in 
a  circle  to  say  that  the  demand  for  transportation  depends 
upon  the  difference  between  cost  and  delivered  price?  The 
answer  to  this  question  is  as  follows.   In  the  first  place,  it  is  not 
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our  thesis  that  the  rate  depends  upon  the  difference  in  price, 
but  that  the  demand  for  transportation  partly  depends  upon  the 
difference  between  cost  at  one  point  and  price  at  another.  It 
is  only  the  demand  side  of  rate  determination  that  we  are 
dealing  with  at  present,  and  it  is  only  claimed  that  demand 
partly  depends  upon  the  margin  of  profit. 

In  the  second  place,  with  reference  to  demand,  the  circular- 
ity of  reasoning  is  only  apparent.  It  is  true  that  the  price  at 
the  point  of  destination  is  related  to  the  freight  rate  and  that 
the  two  tend  to  vary  in  the  same  direction,  but  it  does  not 
follow  that  one  is  the  cause  of  the  other.  The  fact  is  that  in 
so  far  as  demand  is  concerned,  both  rate  and  price  depend 
upon  the  working  of  the  same  valuation  process,  and  their 
variation  in  the  same  direction  is  due  to  the  fact  that  they  are 
the  results  of  a  common  cause.  When  the  price  of  shoes  is 
determined  at  Nashville,  Tenn. — assuming  competition  to 
prevail — it  must,  in  the  long  run,  be  fixed  at  a  level  which  will 
enable  the  dealers  at  that  point  to  clear  their  stocks  at  a  reason- 
able profit,  and  it  will  be  such  that  the  demand  prices  of  the 
marginal  buyers  of  shoes  will  coincide  with  the  supply  prices 
of  the  marginal  shoe  dealers. 

The  demand  prices  of  the  buyers  are  determined  indepen- 
dently of  railway  rates.  A  part  of  the  considerations  which 
determine  the  supply  price  of  the  marginal  dealer,  is  his  oper- 
ating expense  plus  the  cost  of  the  shoes  to  him. 

A  Shoe  Dealer's  Demand  for  Transportation. — Let  us  as- 
sume any  given  quantity  of  shoes  in  stock,  and  that  with  this 
quantity  the  marginal  buyers'  demand  price  is  $8  per  pair. 
On  the  other  side  of  the  problem  are  the  marginal  dealers' 
economic  costs.  These  are :  operating  expenses,  losses,  and 
fixed  charges,  $1.90;  interest  and  profits,  $1  ;  total  $2.90. 
The  margin  between  these  items  and  the  marginal  demand 
price  is  $5.10,  and  this  sum  represents  the  dealer's  demand  for 
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shoes  delivered  to  him,  including  the  price  f.o.h.  factory  ($5) 
and  a  balance  of  10  cents  for  the  transportation  of  a  pair  of 
shoes  Therefore,  any  dealer's  demand  price  for  the  trans- 
portation of  shoes  is  determined  partly  by  the  marginal  buyer's 
demand  price  of  shoes  and  partly  by  his  own  costs  and  operat- 
ing expenses  as  a  dealer.  If  buyers  are  willing  to  pay  high 
prices  for  shoes  and  the  dealer  operates  efficiently,  liie  will  be 
willing  to  pay  larger  freight  rates.  If  we  assume  a  given  cost 
price  of  shoes  based  on  cost  of  production  at  tlie  point  of 
origin,  the  demand  for  transportation  of  those  shoes  depends 
upon  the  process  by  which  the  shoes  are  valued  at  tlije  point 
of  destination,  and  is  the  difference  between  demand  price  and 
the  total  costs  and  profits  of  manufacturer  and  dealer.  There 
is  no  circularity  in  the  reasoning. 

Demand  for  Transportation  Limited  by  Demand  for 
Goods;  Supply  Limited  by  Expense. — The  demand  of  the 
manufacturer  of  shoes  in  St.  Louis  for  transportation,  as  we 
have  seen,  depends  upon  the  margin  between  his  cost  of  pro- 
duction and  the  price  of  his  product  at  destination.  A  complete 
analysis  of  the  situation  shows  that  the  price  at  destination  de- 
pends upon  the  demand  and  supply  at  that  point.  The  demand 
ultimately  rests  upon  the  individual  demand  prices  of  buyers, 
which  demand  prices  refer  to  shoes  and  not  to  manufacture  or 
transportation  as  such. 

The  demand  for  transportation,  like  the  demand  for  shoes 
at  the  factory,  is  reflected  back  from  the  demand  for  the  shoes 
at  the  point  of  consumption;  and  depends  partly  on  how  much 
consumers  want  the  shoes,  and  partly  upon  the  costs  and  degree 
of  competition  among  the  shoe  maunfacturers,  the  two  latter 
factors  determining  how  much  of  the  consumer  demand  will  be 
passed  on  to  the  railways. 

Under  competition  the  demand  for  railways  depends  upon 
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the  demand  for  the  goods  transported  and  the  amount  of  the 
costs  of  the  manufacturer  and  of  the  dealer.  In  other  words, 
the  railway  rate,  as  distinct  from  the  railways'  operating  ex- 
pense, is  a  secondary  value,  which  is  affected  by  the  price  of 
the  goods.  This  is  but  another  way  of  saying  that  the  railway 
service  is  not  wanted  for  itself  but  only  as  a  means  of  supplying 
wants  for  goods.  The  price  does  not  depend  upon  the  rate, 
but  the  rate,  in  so  far  as  demand  is  concerned,  does  partly  de- 
pend upon  the  price. 

It  must  not  be  supposed  that  under  competition  it  is  the 
railway  rate  (i.e.,  the  z'alue  of  the  transportation  service) 
which  limits  the  supply  of  shoes  or  other  commodities  at  any 
point  to  which  they  are  transported.  In  the  last  analysis  it  is 
the  cost  of  the  transportation  service  which  limits  the  supply 
of  transportation  and  of  the  goods  which  require  transpor- 
tation. The  supply  price  is  a  composite  sum  covering:  (i) 
the  dealer's  operating  expenses,  (2)  railway  operating  ex- 
penses, and  (3)  interest  and  profits  for  all  the  capital  and  busi- 
ness enterprise  involved. 

2.  Specific  Value  of  the  Commodity. — While  the  difference 
between  price  at  the  point  of  destination  and  the  cost  at  the 
point  of  origin  is  the  underlying  basis  of  demand  for  trans- 
portation, there  is  a  second  factor  which  profoundly  affects 
that  basis.  Each  commodity  has  a  certain  value  level  which 
is  irrespective  of  place.  Shoes  are  more  valuable  than  sand, 
we  say,  and  diamonds  are  most  valuable  of  all.  By  this  we 
mean  value  in  a  given  bulk  or  weight,  and  we  have  in  mind 
that  under  any  ordinary  circumstances  it  would  take  many 
carloads  of  sand  to  be  equal  in  value  to  a  diamond.  Value 
in  this  sense  may  be  concisely  indicated  by  the  phrase  "specific 
value."  When  the  value  of  a  good  in  proportion  to  its  weight 
is  small,  as  is  the  case  with  sand  or  hay,  we  say  it  has  a  low 


214  PRINCIPLES  OP  RAILWAY  RATES  [Pt.  Ill 

specific  value.  This  is  analogous  to  the  idea  of  specific  grav- 
ity, for  we  say  that  an  object  which  has  great  weight  in  pro- 
portion to  its  bulk  has  a  high  specific  gravity. 

The  demand  for  transportation  varies  considerably, 
according  to  the  specific  value,  between  two  such  commodities 
as  coal  and  silk.  Say  that  the  value  of  coal  at  the  point  of 
origin  is  $5  per  ton,  and  the  value  of  silk  cloth  at  the  point 
of  origin  is  $500  per  ton.  If  a  uniform  rate  of  $1  per  ton 
were  in  effect,  consider  how  different  would  be  the  demand 
for  transportation.  After  paying  the  rate  there  would  be  a 
margin  left  in  the  value  of  the  coal  of  $4,  while  the  silk  would 
be  worth  $499  more  than  the  rate.  The  rate  in  the  case  of 
the  coal  would  be  one-fifth  of  its  value,  while  in  the  case  of 
the  silk  it  would  be  only  one  five-hundredth.  The  charge  for 
transporting  $500  worth  of  coal  would  be  $100,  while  the 
$500  worth  of  silk  would  move  for  only  $1.  The  value  of 
the  coal  would  allow  it  to  move  only  one  one-hundredth  of  the 
distance  that  the  silk  could  move  before  it  was  exceeded  by  the 
rate. 

On  a  certain  western  railway  it  was  found  that  the  per- 
centage of  the  rate  between  two  points  to  the  value  of  the 
commodity  varied  from  59%  in  the  case  of  cement  down  to 
only  3%  in  the  case  of  cotton.  On  bituminous  coal  the  rate 
was  54%  of  the  price;  on  wheat  it  was  8%.  In  short,  we 
may  say  that  the  lower  the  specific  value,  the  more  important 
is  a  small  change  in  the  freight  rate  and  the  less  intense  is 
the  demand  for  the  transportation  service.  The  margin  of 
profit  per  unit  of  weight  is  lower  in  the  case  of  goods  which 
have  a  low  specific  value,  and  the  expense  of  transportation 
more  quickly  eats  up  that  margin. 

Demand  for  "Low-Grade"  Commodities. — It  is  common- 
place in  discussing  freight  rates  to  point  out  that  low-grade 
commodities,   which  means  commodities   having  low   specific 
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value,  cannot  stand  high  rates.  This  is  merely  to  say  that  the 
demand  for  transportation  in  the  case  of  low-grade  commodi- 
ties is  less  intense.  Such  commodities  are  either  ranked  low 
in  freight  classifications,  or  are  given  special  (commodity) 
ratings.  It  may  cost  as  much  per  ton  to  move  them  as  it  does 
to  move  the  goods  having  higher  specific  values,  but  the 
demand  for  transportation  which  is  derived  from  the  ex- 
change of  ownership  of  a  given  quantity  is  less  than  the 
demand  derived  from  the  exchange  of  a  like  quantity  of 
higher  class  commodities.  A  hundred  pounds,  or  a  ton  of 
coal  or  sand,  is  worth  so  much  less  than  an  equal  quantity 
of  silk  or  shoes  that  the  difference  between  the  cost  at  the  point 
of  origin  and  the  price  at  the  point  of  destination  can  never 
under  any  normal  circumstances  be  as  great  as  exists  in  the 
case  of  commodities  having  the  higher  specific  value. 

The  result  is,  that  the  shipper's  margin  of  profit  is,  in 
reality,  a  function  of  two  variables,  the  one  dependent  upon 
the  difference  between  places,  and  the  other  dependent  upon  the 
specific  value.  Both  have  to  be  considered,  and  together  they 
determine  what  may  be  called  the  "specific  demand  for  trans- 
portation." 

The  foregoing  points  are  the  basis  of  demand  for  trans- 
portation, but  there  are  a  number  of  factors  which  affect  the 
working  of  that  basis,  just  as  the  effects  of  the  force  of 
gravity  are  modified  by  the  friction  of  the  air  or  other  medium 
through  which  a  falling  body  moves.  Perhaps  the  three  chief 
factors  which  modify  the  demand  basis  with  reference  to  trans- 
portation are  the  perishability  or  storability  of  the  commodity, 
availability  of  substitutes,  and  shipper  competition. 

3.  Kind  of  Commodity. — Among  the  most  important  con- 
ditions affecting  the  shipper's  demand  is  the  perishability  of 
his  shipment.  Fruit,  milk,  and  meat,  for  example,  must  be 
shipped  at  certain  times  and  with  a  certain  degree  of  rapidity, 
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or  they  deteriorate  and  will  not  bring  a  price  at  the  point  of 
destination  which  will  yield  a  profit.  Indeed,  they  may  lose 
their  value  altogether.  Consequently,  the  shipper  is  not  in  a 
position  to  hold  such  commodities  nor  to  resort  to  cheaper  but 
less  rapid  or  regular  transportation  devices,  and  his  demand 
for  transportation  may  be  correspondingly  intense. 

Commodities  which  cannot  be  conveniently  or  economically 
stored  are  similarly  affected,  and  we  have  seen  that  this  is  the 
case  with  anthracite  coal. 

Many  other  illustrations  of  peculiarities  in  demand  arising 
from  the  quality  of  the  commodity  might  be  given,  but  the 
foregoing  is  sufficient  to  indicate  the  idea. 

4.  Substitutes. — A  very  important  factor  in  determining 
demand  for  transportation  is  the  existence  of  substitutes  for 
the  commodity  which  is  being  shipped.  The  consumers' 
demand  price  at  the  point  of  destination  may  be  held  down  by 
the  fact  that  they  can  secure  some  other  commodity  which  will 
serve  the  purpose  at  a  price  which  is  but  little  alx)ve  that  of 
the  commodity  in  question.  Thus  the  prices  of  anthracite  coal 
and  of  stone  (and  the  demand  for  their  transportation)  are 
held  down  by  the  existence  of  bituminous  coal  and  cement  as 
substitutes. 

A  distinct  phase  of  substitution  is  furnished  by  cases  in 
which  the  commodity  in  question  is  manufactured  at  points 
to  which  it  is  also  shipped.  No  doubt  shoes  are  shipped  into 
St.  Louis,  but  the  fact  that  large  quantities  of  that  product 
are  manufactured  in  St.  Louis  and  could  be  supplied  to  the 
local  dealers  without  the  cost  of  transportation,  must  affect  the 
intensity  of  the  demand  for  transportation  at  that  point. 

5.  Competition  among  Shippers. — When  a  product  is  mo- 
nopolized by  a  single  large  shipper,  the  potential  demand  for 
transportation  may  be  great,  but  the  bargaining  power  of  the 
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shipper  is  greater  than  would  be  the  case  were  the  same  volume 
of  production  marketed  by  a  number  of  competing  shippers. 
The  carriers  could  play  the  competitors  against  one  another, 
and  the  most  efficient  among  the  producers,  who  would  be  the 
one  who  could  afford  the  highest  rate,  in  his  eagerness  to 
secure  transportation  service  might  bid  up  the  rate.  A  mo- 
nopolist, however,  would  reverse  the  situation  and  play  the 
railways  off  against  one  another,  giving  his  traffic  to  the 
carrier  who  would  name  the  lowest  rate.  This  consideration 
is  probably  not  one  which  would  enter  into  the  determination 
of  a  reasonable  rate  by  the  government,  as  it  has  been  found 
by  experience  that  discriminations  made  in  favor  of  large 
shippers  are  a  powerful  weapon  in  the  hands  of  monopoly. 

Summary  of  Demand  Factors. — The  discussion  of  these 
various  factors  which  determine  the  demand  price  of  shippers 
may  be  summed  up  by  saying  that  the  maximum  demand  for 
transportation  exists  when  a  perishable  commodity  of  high 
specific  value  for  which  there  is  no  substitute,  is  offered  by 
competing  shippers  for  transportation  from  a  point  where 
cost  of  production  or  purchase  is  low  to  a  point  where  price 
is  high.  Perhaps  milk  will  illustrate  such  a  case.  Conversely, 
the  demand  for  transportation  is  at  a  minimum  when  a  low- 
grade  commodity  which  is  not  perishable  and  which  can  be 
economically  stored  and  for  which  there  are  substitutes  readily 
available,  is  offered  by  non-competing  shippers  for  transpor- 
tation between  points  having  small  spread  between  cost  and 
price.  Salt  and  cement  are  commodities  which  more  or  less 
completely  illustrate  the  conditions  of  minimum  demand  for 
transportation.  Between  these  two  extremes  lie  all  degrees 
of  intensity  of  demand. 

It  is  not  to  be  supposed  that  these  different  degrees  of  de- 
mand intensity  can  be  readily  measured  or  accurately  deter- 
mined.   Under  competition  the  method  of  trial  and  error  would 
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be  applied,  and  it  might  be  only  after  many  experiments  and 
changes  that  the  force  of  the  demand  would  be  approximately 
gauged  and  would  find  expression  in  the  economically  correct 
rate.  The  best  that  could  be  done  by  a  rate-regulating  body 
would  be  to  study  all  the  conditions  here  briefly  outlined,  and 
by  comparison  with  rates  which  had  proved  satisfactory  for 
similar  commodities  to  seek  an  approximation.  The  gist  of  the 
matter  is  that  unless  the  foregoing  points  are  roughly  allowed 
for,  rates  will  almost  certainly  be  made  which  are  greater  or 
less  than  what  would  be  established  under  competition,  and 
which  would,  consequently,  fail  to  provide  the  basis  for  the 
economically  correct  equilibration  of  demand  and  supply. 


CHAPTER  XIV 

A  TRUE   THEORY   OF   RATES    (Continued) 

Supply  Price  of  Transportation — General  Basis. — As  we 

have  seen,  the  shippers  are  confronted  by  the  railways  with 
their  several  scales  of  supply  price.  The  problem  of  determin- 
ing particular  railway  rates  is  only  half  solved  by  analyzing 
the  determination  of  demand  price.  It  remains  to  consider 
how  the  supply  prices  of  the  carriers  are  derived. 

Unfortunately,  for  those  who  desire  an  easy  solution  of 
problems  we  are  at  once  confronted  by  the  fact  that  on  account 
of  the  large  element  of  joint  costs  which  characterizes  the 
railway  business,  the  supply  price  for  the  transportation  of. 
any  particular  commodity  is  indeterminate.  It  is  therefore 
necessary  to  proceed  somewhat  as  follows. 

First,  we  can  say  that  the  total  of  all  rates  received,  that 
is.  the  total  freight  revenue,  must  at  least  equal  the  total 
operating  expenses  assignable  to  the  freight  service.  That 
gives  us  a  controlling  total,  and  when  the  sum  of  the  receipts 
fails  to  equal  the  total  expense  in  the  long  run,  we  can  know 
that  some  rates  must  be  raised. 

In  the  second  place,  the  rate  on  any  particular  commodity 
must  in  the  long  run  cover  the  added  cost  of  handling  and 
hauling  that  commodity.  As  we  have  seen,  a  specific  mini- 
mum cost  can  be  assigned  to  each  particular  shipment  or  class 
of  traffic,  and  on  this  basis  a  minimum  rate,  which,  though 
very  small,  is  something  definite,  can  be  named. 

Importance  of  Relative  Cost. — In  the  third  place,  it  can 
generally  be  known  whether  it  costs  either  more  or  less  to 
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transport  one  commodity  than  another.  This  point  is  one 
which  has  great  practical  importance.  As  a  matter  of  fact, 
it  might  well  be  that  without  knowing  a  single  individual  cost 
a  fairly  workable  allocation  of  total  expenses  might  be  made 
on  the  basis  of  an  estimate  of  relative  costs.  To  be  sure, 
such  a  procedure  would  require  experiments,  but  many  ex- 
periments have  already  been  made  in  the  railway  business, 
and  there  are  always  some  rates  which  have  come  to  be  recog- 
nized both  by  shipper  and  carrier  as  reasonable — rates,  too, 
which  appear  rational  when  considered  by  some  third  party, 
such  as  the  government,  from  the  point  of  view  of  the  forces 
of  demand  and  supply.  With  such  a  rate  as  a  starting  point, 
all  other  rates  can  be  built  up  by  comparing  the  commodities 
concerned  and  asking,  Is  the  demand  for  the  transportation 
of  one  greater  or  less  than  that  of  the  other?  Does  it  cost 
more  or  less  to  haul  the  one  than  the  other?  At  this  point, 
however,  we  are  only  concerned  with  the  expense  side  of  the 
■problem,  and  are  emphasizing  the  point  that,  while  it  is 
impossible  to  determine  exactly  the  expense  of  transporting 
any  particular  commodity,  it  is  possible  to  arrange  the  thou- 
sands of  commodities  hauled  by  railways  roughly  in  a  scale, 
and  to  say  that  this  commodity  or  group  of  commodities 
must  involve  higher  transportation  expense  than  that. 

Specific  Cost — Factors  Affecting  It. — Each  carrier  has  for 
each  commodity  a  specific  cost  which  is  the  minimum  supply 
price  at  which  that  carrier  will  furnish  transportation  for 
that  commodity.  This  is  true  whether  competition  or  mo- 
nopoly prevails.  What  determines  such  minimum  supply 
prices?  First  come  those  variable  costs  which  are  not  joint 
or  which,  if  joint,  can  be  fairly  averaged.  Here  lie  most 
terminal  expenses,  amounting  to  several  cents  per  hundred 
pounds  in  many  cases.  Then  come  certain  of  the  transpor- 
tation expenses  proper,  including  maintenance  of  equipment 
and,  at  least,  a  part  of  the   fuel   for  locomotives.     Clearly, 
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such  expenses  have  some  relation  to  the  varying  conditions 
which  attend  the  transportation  of  different  commodities, 
among  which  may  be  mentioned  the  following: 

1.  Distance  is  a  factor.  A  shipment  which  moves  200 
miles  must  cost  more  than  one  which  only  moves  100  miles, 
other  conditions  being  the  same. 

2.  When  the  lay  of  the  land  is  the  same,  distance  is  the 
chief  factor,  but  otherwise  grades  and  curves  may  make  an 
important  difference  in  operating  expense.^ 

3.  The  amount  of  simtching  and  terminal  service  is  some- 
times an  important  consideration  in  rate  making  which  can 
be  rather  definitely  allowed  for ;  and  switching  and  terminal 
charges  have  been  given  increasing  importance  in  rate 
cases.  Such  charges  can  often  be  assigned  to  given  local- 
ities or  to  different  kinds  of  traffic. 

4.  Obviously,  the  size  and  zveiglit  of  the  shipment  have 
something  to  do  with  the  minimum  expense,  and  an  article 
which  weighs  twice  as  much  or  is  twice  as  bulky  as  another 
must  involve  more  expense  to  the  carriers,  other  things  being 
equal. 

5.  The  loading  characteristics  of  various  commodities  dif- 
fer widely,  it  being  possible  to  make  up  heavy  carloads  of 
some,  while  others  furnish  lighter  loads.  The  unit  expense 
of  hauling  partly  loaded  cars  or  commodities  which  cannot 
furnish  a  heavy  minimum  car  loading  is  relatively  great 
and  this  is  considered  by  the  carriers  in  making  rates. 

6.  Risk  is  another  matter  in  which  different  classes  of 
traffic  show  definite  differences,  and  by  experience  it  may 
well  be  determined  that  the  average  payment  of  loss  and 
damage  claims  per  unit  of  one  kind  of  commodity  is  twice 
as  great  as  per  unit  of  another  kind. 

7.  Some  commodities  require  box  cars  while  others  may 
be  moved  in  open  cars  or  on  flat  cars.  The  kind  of  car  re- 
quired affects  the  supply  price  of  transportation. 

8.  There  is  also  the  matter  of  the  special  service  which 


'  See  above,   page    11/. 
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may  be  required.  Some  commodities  must  be  moved  at 
special  speeds  in  order  to  make  the  market,  as  is  the  case 
with  perishables  and  livestock;  other  commodities  require 
special  protective  service,  either  in  the  way  of  refrigeration, 
during  hot  weather  or  protection  from  cold  during  the 
winter.  The  special  charges  required  for  such  service  can 
be  fairly  well  allocated  and  assigned  to  the  particular  com- 
modities or  group  of  commodities  for  the  benefit  of  which 
they  are  performed. 

9.  Direction  of  traffic  is  sometimes  a  dominant  consider- 
ation in  the  carriers'  supply  price,  the  most  common  point 
being  that  goods  which  move  in  the  opposite  direction  from 
the  prevailing  traffic  can  help  to  fill  empty  back-haul  cars. 
Railways  have  sometimes  gone  to  great  lengths  in  making 
low  rates  for  the  purpose  of  developing  back-haul  traffic. 

Decreasing  Cost. — The  foregoing  factors  affecting  expense 
are  the  most  important  and  reduce  to  the  smallest  number 
the  points  that  a  railway  traffic  manager  would  have  to  con- 
sider in  determining  what  minimum  charge  he  would  have 
to  make  for  hauling  any  particular  commodity. 

There  is  one  other  consideration,  however,  which  is  of 
equal  importance,  and  which  applies  to  all  kinds  of  traffic 
regardless  of  distance,  special  service,  etc.  This  is  the  volume 
of  traffic.  Within  limits,  the  railway  business  is  subject  to 
the  law  of  decreasing  unit  costs,  and  within  those  limits  the 
greater  the  volume  of  the  traffic,  the  lower  the  cost  per  unit. 
It  follows  that  a  railway  may  make  rates  which,  on  the  basis 
of  an  existing  traffic,  are  less  than  cost  if  it  is  sure  that  under 
the  low  rates  the  business  will  develop  in  such  volume  as  to 
reduce  costs  within  a  reasonable  time.  For  example,  low 
rates  have  been  made  on  coke  for  the  purpose  of  encouraging 
the  steel  business  and  thus  bringing  a  profit  to  the  carriers 
from  the  increased  steel  tonnage.  This  is  a  delicate  consider- 
ation and  obviously  may  be  made  the  ground  for  discrimina- 
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tion  in  rates.  At  least,  it  is  easily  possible  to  be  mistaken 
about  the  future  development  of  traffic.  Also,  it  may  be  for- 
gotten that  when  traffic  grows  beyond  certain  limits,  there 
must  come  an  increase  in  plant  or  a  change  in  organization 
which  will  result  in  increased  expense.  Nevertheless,  if  wisely 
administered,  railways  can,  and  under  free  competition  would, 
make  their  rates  with  a  view  to  the  law  of  decreasing  cost. 

Two  illustrations  may  be  given  of  the  way  in  which  in- 
creased volume  of  traffic  affects  operating  expenses,  and 
consequently,  the  railway's  marginal  supply  price  of  transpor- 
tation. 

In  the  first  place,  there  is  a  difference  in  the  size  of  indi- 
vidual shipments  as  regards  the  extent  to  which  they  utilize 
car  space.  It  is  largely  on  this  basis  that  there  is  such  a  dif- 
ference between  carload  and  less-than-carload  ratings.  The 
relatively  small  less-than-carload  shipments  have  to  be  con- 
solidated to  make  up  a  carload,  which  means  extra  handling 
and  risk;  but  more  than  that,  they  cannot  be  made  into  such 
large  carloads  as  is  the  case  with  "carload  freight,"  partly 
because  the  different  shipments  have  to  be  taken  out  of  the 
car  at  different  points.  Accordingly,  the  minimum  rate  tliat 
can  be  charged  by  a  railway  would  be  lower  in  the  case  of 
shipments  which  would  move  in  carload  lots. 

The  second  way  in  which  volume  of  traffic  is  important 
concerns  the  regularity  and  quantity  of  freight  supplied  at  a 
given  point  or  within  a  given  territory,  and  destined  for  a  sin- 
gle point  or  group  of  points.  The  bituminous  coal  roads  derive 
a  large  and  steady  volume  of  traffic  from  the  West  Virginia 
mines  and  on  that  account  can  afford  to  haul  that  traffic  at  low 
rates.  Indeed,  they  make  large  profits  in  spite  of  their 
empty  back  hauls.  There  is  no  question  of  carload  versus 
less-than-carload  freight  here;  but  the  point  is  that  the  cars 
are  heavily  loaded  and  are  available  in  such  trainloads  that 
the  locomotives  can  be  used  to  their  full  tractive  power  with- 
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out  delay.  The  grain  traffic  of  the  Granger  roads  and  the 
Trunk  Lines  furnishes  an  illustration  of  economy  arising  from 
volume  of  traffic,  but  here  the  volume  is  not  sufficiently  con- 
tinuous throughout  the  year  to  be  most  desirable,  and  alternate 
car  surpluses  and  shortages  are  likely  to  arise.  On  the  other 
hand,  the  New  England  railways,  with  their  small  carlopds 
and  trainloads,  and  their  short  hauls  of  diversified  freight, 
illustrate  the  relative  disadvantages  not  only  of  less-than-car- 
load  freight  but  also  of  small  total  volume  of  traffic. 

Summary  of  Demand  and  Supply  Factors. — If  the  fore- 
going analysis  of  demand  and  supply  factors  is  adequate,  we 
may  now  sum  them  up  as  follows : 

Chief  Factors  Affecting   Demand  for  and   Supply  of 
Railway  Transportation 

Shippers'  Demand  Price  Factors:  Carriers'  Supply  Price  Factors: 

1.  Shippers'  margin  of  gain  i.  Maximum      limited      only      by 

2.  Specific  value  of  commodity  marginal  demand  price. 

3.  Perishability  and   storability  of  2.  Minimum    equals    specific   cost; 

commodity  is  dependent  on 

4.  Existence  of  substitutes  (a)   Distance 

5.  Competition  among  shippers  (b)    Direction 

(c)  Bulk  and  weight 

(d)  Risk 

(e)  Special  service 

3.  Law  of  decreasing  cost 

(a)  Size  of  shipment 

(b)  Volume    of    traffic   between 
given  points 

Locating  the  Rate  between  Maximum  and  Minimum 
Points. — It  will  be  apparent  that  the  closest  analysis  of  the 
demand  and  supply  conditions  affecting  railway  rates  brings 
us  only  to  a  point  at  which  we  can  fix  a  definite  demand 
price,  but  are  confronted  by  a  range  of  possible  supply  prices 
between  a  maximum  and  a  minimum.  The  situation  is  some- 
thing like  that  shown  in  the  diagram  in  Fig.  19. 

The  curve  DD'  represents  shippers'  demand  price  for  trans- 
portation,   and    the    curves    ^'vS'    and    S'S'    the    series    of 
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carriers'  maximum  and  minimum  (marginal)  supply  prices, 
respectively.  Where  the  railway  rate  will  be  determined  and 
equilibration  between  a  marginal  demand  pi  ice  and  a  marginal 


Fig.  19. — Diagram  showing  Bases  for  Maximum  and  Minimum  Rates 

supply  price  occur  cannot  definitely  be  stated.  The  most  that 
can  be  said  is  that  the  point  must  lie  between  R  and  R\  the 
points  at  which  the  demand  curve  crosses  the  two  supply  price 
curves. 

The  crucial  problem,  then,  in  the  determination  of  railway 
rates  lies  just  here.  It  is  possible  in  principle  to  determine  a 
minimum  basis  of  rates  and  also  a  maximum,  but  where 
should  the  exact  rate  lie  between  these  two  points?  It  seems 
that  the  only  answer  to  the  question  is  that  the  precise  rate  to  be 
charged  must  depend  upon  the  intensity  of  the  demand  for 
the  transportation  of  the  particular  commodity  involved,  and 
it  is  suggested  that  it  is  both  consistent  with  actual  railway 
practice  and  with  the  sound  interest  of  the  government  in 
regulating  railway  rates  to  determine  how  much  of  the  dif- 
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ference  between  maximum  and  minimum  charges  should  be 
borne  by  each  item  of  traffic  by  considering  the  scale  of 
demand  prices.  To  this  extent  we  fall  back  on  the  element 
of  truth  which  is  in  the  minds  of  those  who  say  that  rates 
should  be  made  on  the  basis  of  "what  the  traffic  will  bear." 
But  we  have  maximum  and  minimum  limits,  and  we  now 
have  a  definite  conception  of  how  the  bearing  power  of  traffic 
is  to  l^e  determined. 

Relative  vs.  Absolute  Reasonableness  of  Rates. — This 
seems  to  be  the  point  at  which  to  bring  in  the  idea  of  the 
contrast  between  relative  reasonableness  and  absolute  reason- 
ableness in  making  rates.  An  absolutely  reasonable  rate  would 
be  one  which  in  itself,  without  regard  to  others,  would  satisfy 
all  tests  of  reasonableness,  and  the  general  conception  of  such 
a  rate  would  l^e  one  that  would  yield  a  fair  return  on  the  in- 
vestment. It  would,  therefore,  have  to  bear  a  pro  rata  share 
of  net  earnings.  Obviously,  such  a  conception  is  only  applic- 
able when  expenses  can  be  definitely  assigned  to  each  paying 
unit.  As  a  matter  of  fact,  therefore,  the  conception  of  absolute 
reasonableness  is  of  little  practical  importance  in  the  railway 
business  in  so  far  as  particular  rates  are  concerned.  It  finds 
expression  as  to  particular  rates  only  in  setting  certain  limits 
— a  maximum  determined  by  demand  and  a  minimum  set 
by  specific  cost.  These  limits  may  be  said  to  l^e  absolute :  and,  to 
the  extent  that  they  approach  one  another  and  the  margin 
between  them  is  narrow,  the  determination  of  the  particular 
rate  approaches  the  level  of  absolute  reasonableness. 

The  great  mass  of  rates,  however,  fall  between  the  maxi- 
mum and  minimum  points,  and  are  only  subject  to  the  rule 
■  of  relative  reasonableness.  Some  years  ago  a  committee  of 
•  the  Senate,  commenting  on  the  decisions  of  the  Interstate 
Commerce  Commission,  reported  that,  "Each  complaint 
has    always    left    unchallenged    some    of    the    rates    made 
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by  the  same  carriers,  and  the  idea  of  comparison  between 
the  rates  questioned  and  others,  argumentatively  at  least, 
admitted  to  be  reasonable  has  always  been  prominent."  The 
report  adds,  "In  fact,  even  in  the  few  cases  in  which  charges 
have  been  declared  excessive  in  themselves  by  the  Commission 
(no  such  finding  has  ever  been  made  by  a  Federal  court)  the 
tests  applied  have  invariably  been  comparative."^  It  is  thus 
apparent  that  the  basis  for  deciding  what  proportion  of  the 
joint  expenses  and  necessary  return  on  investment  should  be 
borne  by  the  various  particular  commodities  or  classes  of 
traffic  is  of  the  utmost  importance.  This  is  the  question  of 
relative  reasonableness. 

Relative  Demand  and  Expense  a  Basis  for  Grading  Rates 

between  Maximum  and  Minimum  Points The  first  proposal 

here  made  is  that  the  relative  intensity  of  demand  be  made 
the  basis  for  determining  the  relative  reasonableness  of  rates. 
This  basis  should  be  supplemented,  however,  by  considering 
in  each  case  the  relative  expense  of  the  transportation  service. 
Just  as  we  can  generally  know  that  the  demand  for  some 
particular  transportation  service  is  greater  than  that  for 
some  other  service,  so  we  can  generally  know  that  the  cost 
of  any  particular  service  is  somewhat  greater  or  somewhat 
less  than  that  of  another  service.  Reference  to  the  nine 
expense  factors  listed  on  page  221  will  make  this  statement 
somewhat  more  comprehensible.  Take  distance,  for  example. 
If  in  any  particular  case  the  transportation  services  are 
virtually  the  same  except  that  the  distance  varies,  it  can  readily 
be  stated  that  the  cost  of  any  particular  service  is  greater  or 
less  than  that  of  some  other  service,  and  possibly  also  the 
amount  of  the  difference  can  be  specified.  If  one  commodity 
requires  protective  service  while  another  does  not,  it  can  be 
said  that  the   cost   of   transporting  the    former  is   relatively 


*  Digest   of    Senate   Hearing   on   Rate   Regulation,    1906,   page   25. 
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great.  In  this  way,  commodities  can  be  ranged  in  a  relative 
scale  as  to  expense,  and  this  scale  of  relative  expense  can  be 
compared  with  the  scale  of  relative  demand  intensity.  On  the 
basis  of  these  scales  the  sum  of  the  joint  costs  and  return  on 
investment  can  be  allocated  to  each  item  of  traffic  on  a  relatively 
reasonable  basis. 

Principles  Formulated  by  the  Commission. — This  appears 
to  be  as  precise  a  formulation  of  the  economic  principle  of 
railway  rate  making  as  can  be  given.  A  study  of  the  Inter- 
state Commerce  Commission  decisions  will  demonstrate  that 
in  an  unsystematic  way  that  body  has  followed  a  course 
similar  to  the  one  outlined  above.  The  Commission  has  said 
that  in  determining  a  reasonable  rate  it  takes  into  consider- 
ation the  following  points : 

1.  The  earnings  and  operating  expenses. 

2.  The  rates  on  the  same  commodity  on  similar  roads. 

3.  The  relative  quantity  of  through  and  local  traffic. 

4.  The  proportion  of  the  particular  commodity  to  the  re-, 
mainder  of  its  class  of  traffic  (through  or  local). 

5.  The  market  value  of  the  commodity. 

6.  Change  in  the  price  of  articles  entering  into  the  cost  of 
producing  the  commodity. 

7.  All  circumstances  affecting  the  traffic. 

In  another  place  the  Commission  has  said  that  it  will  con- 
sider the  history  of  the  rate,  the  reason  for  its  establishment, 
the  nature  of  the  traffic,  and  the  competition  between  shippers 
and  communities,  and  "all  other  pertinent  evidence."  We  see 
in  these  statements  an  emphasis  of  the  problem  of  relative 
reasonableness  of  rates  and  a  vague  general  sense  of  the  idea 
that  relative  reasonableness  will  be  based  on  various  factors 
affecting  demand  and  supply  prices  as  analyzed  in  the  fore- 
going pages.  Also  we  note  that  there  is  the  idea  of  an  absolute 
minimum  set  by  operating  expenses. 
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Final  Scheme  of  Rate  Determination. — The  way  that  the 
matter  of  rate  determination  would  work  would  be  somewhat 
as  follows.  Starting  with  the  total  operating  expense  of  the 
railway,  we  assign,  as  nearly  as  possible,  all  the  expenses 
which  are  attributable  to  the  freight  service.  A  part  of  these 
expenses — it  cannot  be  said  what  percentage — are  both  vari- 
able and  specifically  assignable  to  different  classes  of  freight. 
At  least,  there  is  such  a  logical  relation  between  the  variation 
of  certain  expenses  and  the  volume  of  traffic  that  there  is  no 
more  reasonable  basis  than  that  of  charging  the  traffic  with 
such  expenses.  These  specific  expenses  constitute  a  bare 
minimum. 

The  problem  now  is  to  know  what  to  do  with  that  large 
portion  of  expense  which  cannot  be  specifically  assigned.  We 
know  that  it  is  caused  by  the  movement  of  freight  and  must 
be  paid  out  of  the  receipts  from  freight;  but  that  is  all. 
What  we  propose  -to  do  is  to  determine  the  demand  for  trans- 
portation so  that  it  can  give  us  a  reasonably  precise  basis  for 
determining  what  each  item  of  freight  traffic  should  .bear — 
by  "should  bear"  meaning  what  is  economically  expedient. 
The  relative  demand  should  be  supplemented  by  a  considera- 
tion of  relative  expense. 

Accordingly,  our  next  step  is  to  ascertain  as  exactly  as 
possible  the  facts  with  regard  to  the  factors  affecting  shippers' 
demand  i)ricc,  and  on  that  basis  to  determine  how  much  of 
the  joint  expenses  should  be  borne  by  each  commodity.  This 
procedure  is  roughly  illustrated  by  the  diagram  in  Fig.  20. 
Points  on  the  line  DD'  represent  a  series  of  shippers'  mar- 
ginal demand  prices  for  the  transportation  of  all  the  various 
commodities  that  move  by  railway  freight.  At  the  high  point 
of  the  curve  fall  those  commodities  for  which  the  shippers' 
demand  is  most  intense.  They  depend  upon  the  various  con- 
siderations mentioned  on  pages  209-217.  The  irregular  line  Sc 
represents    the    carriers'    minimum    supply    prices    based    on 
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Specific  costs.  These  supply  prices  are  definite,  but  do  not 
have  any  relation  to  the  shippers'  demand  price.  They  are 
absolute  quantities. 

It  would  appear  to  be  true,  however,  that  the  commodities 
having  higher  specific  values,  which  chiefly  fall  in  the  upper 
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Fig.  20. — Diagram  illustrating  the  Determination  of  Particular  Rates 
and  the  Allocation  of  Joint  Expense  according  to  Demand 


range  of  the  demand  price  group,  are  also  the  ones  which  move 
in  smaller  volume,  require  more  special  service,  .etc.,  and  con- 
sequently, the  general  trend  of  the  line  Sc,  is  similar  to  that 
of  the  line  DD'. 

The  line  JE  represents  the  large  element  of  fixed  and 
other  joint  railway  expenses.  This  line  is  horizontal  for  the 
reason  that  the  expenses  it  represents  are  either  fixed,  or,  if 
variable,  do  not  vary  with  definite  relation  to  the  volume  of 
any  particular  kind  of  trafiic.  These  expenses  are  appor- 
tioned to  the  different  commodities  on  the  basis  of  demand, 
and  consequently  the  line  JE  tends  to  take  a  course  like  the 
dotted  line  TC.     The  minimum  rate  to  be  charged,  therefore, 
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on  any  particular  kind  of  traffic  is  to  be  found  by  adding  to 
the  specific  cost  of  that  traffic,  represented  by  its  point  on  the 
line  Sc,  its  share  joint  costs.  This  share  will  depend  on 
demand.  Traffic  falling  in  the  left  half  of  the  diagram  where 
the  demand  curve  is  high  will  bear  a  larger  share  of  the 
joint  costs — a  share  greater  than  the  distance  from  the  base 
line  of  the  diagram  to  the  line  JE.  The  line  TC  is  the  result 
of  apportioning  the  joint  expenses  according  to  the  demand 
for  transportation  (or  the  ability  of  the  traffic  to  bear  trans- 
portation charges),  and  represents  the  sum  of  specific  costs 
and  the  share  of  joint  expenses  as  assigned  to  the  various 
kinds  of  traffic.  Thus  the  area  OTVX  represents  the  total 
operating  expenses  of  the  railway.  It  is  the  sum  of  the  two 
areas  OSX  (specific  costs)  and  OJEX  (joint  expenses).  The 
line  TC  is  drawn  arbitrarily,  and  its  course  is  necessarily  in- 
determinate, except  that  we  know  that  it  must  tend  to  follow 
the  course  of  the  line  DD'  and  cannot  lie  above  DD'  to  any 
great  extent.  (It  is  affected  by  relative  expense  of  service, 
a  factor  which  does  not  lend  itself  to  graphic  portrayal.) 

The  line  RR'  represents  the  railways'  schedules  of  rates, 
and  the  area  ORR'X  the  total  revenue  from  rates.  The  line 
RR'  reaches  a  minimum  where  it  intersects  the  specific  cost 
line  at  R' .  At  no  point  can  it  be  higher  than  the  demand  line 
DD'.  Where  it  lies  above  the  line  TC,  there  is  a  profit  for 
the  railway,  both  in  the  sense  that  the  rate  exceeds  the  average 
total  cost  and  that  it  exceeds  the  average  total  cost  plus  a 
share  of  the  joint  expenses  assigned  on  the  basis  of  demand 
Where  the  rate  line  RR'  lies  below  the  line  TC,  there  is  a  loss 
to  the  railway  in  the  sense  that  the  traffic  concerned  does  not 
pay  its  share  of  joint  expense. 


CHAPTER  XV 

GENERAL  LEVEL  OF  RATES  AND  SUMMARY 

The  Problem. — The  two  foregoing  chapters  have  dealt 
with  the  determination  of  particular  railway  rates — the  rates  to 
be  charged  for  the  transportation  of  any  particular  item  of 
traffic.  We  have  seen  that  a  large  part  of  the  total  revenue 
of  a  railway  must  be  raised  by  assigning  to  particular  rates 
their  relative  shares  of  joint  expense  and  contributions  to- 
wards return  on  investment.  The  question,  therefore,  which 
now  confronts  us  is  that  of  determining  both  ( i )  the  amount 
of  the  total  revenue,  and  (2)  the  amount  of  the  total  return 
on  investment,  which  are  required.  (The  amount  of  the 
joint  expense  can  be  known  from  the  accounts  now  kept  by 
the  carriers.)  These  total  amounts  are,  as  it  were,  the  con- 
trolling accounts.  They  are,  respectively,  the  total  sum  which 
must  be  realized  from  the  various  particular  rates  and  the 
total  charge  against  rates  which  must  be  made  to  cover  oper- 
ating expenses  and  return  on  investment. 

It  will  be  helpful  from  this  point  of  view  to  regard  the 
nation  as  a  unit  and  to  consider  it  as  having  a  demand  for 
railway  transportation  as  a  whole.  The  people  of  the  country 
demand  service  of  railways,  and  they  must  pay  those  who 
construct  and  operate  railways  for  that  service.  Immedi- 
ately, their  payment  takes  the  shape  of  particular  rates  paid 
for  the  transportation  of  wheat,  shoes,  coal,  lumber,  etc.,  be- 
tween particular  points.  Ultimately,  their  payment  is  the 
compensation  for  all  the  labor,  capital,  and  business  enter- 
prise which  go  into  the  construction,  maintenance,  and  oper- 
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ation  of  the  railways.  This  total  payment  depends  upon  the 
general  level  of  rates.  Thus  the  general  rate  level  involves 
a  comparison  of  the  income  of  the  railways  of  the  country, 
regarded  as  a  single  system,  with  their  total  expenses ;  and  the 
profitableness  of  the  railway  business  and  the  credit  of  the 
carriers  are  dependent  upon  it. 

Relation  between  General  and  Particular  Rates The  con- 
nection between  particular  rates  and  the  general  level  of  all 
rates  is  fairly  obvious.  All  the  particular  rates,  taken  together, 
must,  when  applied  to  the  traffic  which  moves  under  them, 
make  a  general  level  of  gross  revenue  which  will  enable  the 
construction  and  operation  of  socially  desirable  railways.  If 
the  general  level  of  rates  is  too  low,  some  or  all  of  the  par- 
ticular rates  must  be  raised,  and  vice  versa.  The  general 
level  of  rates  is  an  absolute  thing  based  on  the  necessity  of 
covering  the  expenses  of  construction  and  operation.  The 
particular  rates  represent  the  distribution  of  the  general  rate 
level  among  particular  items  of  traffic. 

The  General  Demand  for  Transportation. — From  the  social 
point  of  view,  the  general  level  of  rates  involves  the  problem 
of  demand  and  supply  with  regard  to  the  railway  facilities 
of  the  nation.  On  the  one  hand,  the  demand  arises  chiefly 
from  the  fact  that  commodities  are  wanted  more  intensely 
at  some  points  than  at  others.  The  railways  provide  the 
means  for  connecting  points  of  production  or  surplus  supply 
with  points  of  consumption  or  deficient  supply.  Also  they 
serve  to  equalize  population  and  investment  by  facilitating 
the  movement  of  men  and  capital.  Nor  must  we  forget  the 
political  and  military  utility  of  the  means  of  transportation 
which  promote  social  intercourse  and  political  integrity,  while 
providing  an  essential  agency  of  defense  and  offense  for  the 
nation.     From  these  points  of  view  it  is  clear  that  the  people 
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of  a  country  have  many  and  intense  wants  for  railway  trans- 
portation, which  are  only  limited  by  the  existence  of  other 
agencies,  such  as  waterways  and  highways. 

These  wants  for  transportation  are  effective  in  the  shape 
of  "demand"  to  the  extent  that  they  are  supported  by  the 
wealth  and  income  of  the  nation,  which  provide  the  purchas- 
ing power.  Today  the  people  of  Russia  no  doubt  greatly 
desire  improved  transportation  but  the  purchasing  power  is 
not  there. 


The  Supply — Cost  of  Construction. — The  supply  of  rail- 
way transportation  is  to  some  extent  absolutely  fixed  by  en- 
vironment, depending  upon  the  lay  of  the  land,  the  supply  of 
materials,  etc.  Generally,  however,  the  supply  of  railways  is 
only  limited  by  expense,  and  there  are  two  phases  of  expense 
to  be  considered  from  the  point  of  view  which  we  are  now 
taking.  These  are  the  expense  of  construction  and  the  ex- 
pense of  operation.  Operating  expenses  have  been  considered 
in  their  relation  to  particular  rates.  It  now  remains  to  consider 
that  part  of  operating  expenses  which  is  necessarily  related 
to  the  general  level  of  rates,  but  especially  the  cost  of  con- 
struction, upon  which  must,  in  the  last  analysis,  depend  in- 
vestment and,  in  part,  return  upon  investment. 

Railways  will  not  normally  be  built  unless  the  total  in- 
come, existing  and  anticipated,  is  in  excess  of  the  total 
expense.  With  private  ownership  and  operation  the  income 
and  expense  must  be  measured  in  economic  units  and  generally 
be  expressed  in  terms  of  money.  To  use  a  common  expres- 
sion, it  is  "a  dollars-and-cents  proposition."  To  the  extent 
that  the  government  intervenes  in  the  actual  conduct  of  rail- 
way affairs,  political  values  may  be  considered  and  be  added 
to  income  or  weighed  against  expense.  Such  values,  how- 
ever, are  intangible  and  difficult  to  measure. 

With  the  exception  of  political  considerations,  the  aver- 
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age  rate  on  all  the  traffic  on  all  the  roads  of  the  nation — that 
is,  the  general  rate  level — must  be  such  that  multiplied  by 
the  total  units  of  transportation  service  or  traffic,  the  product, 
which  is  the  total  revenue,  will  at  least  equal  total  expenses, 
including  a  charge  for  the  replacement  of  capital  and  a  return 
on  investment. 

The  Determination  of  the  General  Level  of  Rates — 
Demand  Indeterminate. — As  already  stated,  the  general  level 
of  rates  must  depend  upon  the  demand  for,  and  supply  of, 
railway  transportation  in  general.  That  is,  the  general  rate 
level  must  bring  a  normal  balance  between  supply  and  demand. 
The  general  demand  for  railway  transportation  depends  upon 
the  factors  outlined  above,  but  it  is  hardly  possible  to  measure 
that  demand.  In  fact,  the  demand  for  railways  in  general 
is  a  highly  composite  matter.  The  demand  for  coal  mines 
depends  upon  the  demand  for  coal ;  the  demand  for  shoe 
factories  depends  upon  the  demand  for  shoes ;  but  the  demand 
for  railways  depends  upon  the  demand  for  the  transportation 
of  thousands  of  particular  commodities  between-  thousands  of 
different  particular  places.  This  is  partly  what  makes  the 
problem  of  the  general  level  of  rates  difficult,  and  as  a  prac- 
tical matter  we  are  forced  to  go  back  to  the  particular  demands 
for  the  transportation  of  various  commodities  and  persons. 
Accordingly,  demand  is  most  important  in  the  determination 
of  particular  rates. 

Supply  Side  Most  Important  for  General  Level. — The 
supply  of  railways  in  general  depends  upon  the  cost  of  con- 
structing and  operating  railways,  and  here  the  investment 
in  railways  is  the  one  great  item  which  requires  consideration. 
The  cost  of  constructing  a  single  railway,  or  all  the  railways 
in  the  country,  is  the  investment.  Moreover,  a  part  of  the 
cost  of  operation  depends  upon  the  investment.     The  charge 
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for  depreciation  and  the  replacement  of  capital  is  largely  de- 
pendent upon  the  investment  figure.  The  allowance  to  be 
made  as  interest  on  investment  is  also  thus  dependent.  It 
follows,  therefore,  that  the  chief  problem  in  determining  the 
general  rate  level  is  the  determination  of  investment. 

This  emphasizes  cost,  and  it  is  true  that  cost  is  the  chief 
factor  in  the  determination  of  the  general  level  of  rates.  It 
has  been  seen  that  in  making  particular  rates,  cost  plays  but 
a  limited  part.  It  is  in  connection  with  the  general  level  that 
cost  finds  its  full  expression.  When  we  say  that  rates  must 
be  such  that  they  yield  a  fair  return  on  investment,  we  are  in 
effect  saying  that  the  general  level  of  rates  must  be  such  that 
it  will  cover  the  cost  of  construction  and  operation  together 
with  a  fair  allowance  for  interest  and  profit. 

How,  then,  shall  the  true  investment  in  railways  be  de- 
termined? This  is  an  old  problem  and  one  concerning  which 
there  has  been  much  difference  of  opinion.  Many  legal  de- 
cisions have  been  made  concerning  the  matter.  In  the  last 
analysis,  however,  the  economist  will  have  the  deciding  word 
— and  it  is  from  the  economic  point  of  view  that  we  shall 
approach  the  question. 

Basis  for  Determining  Investment  Cost. — In  order  to  clear 
the  ground,  we  must  at  once  note  three  distinctions: 

I-  Ethical  and  Legal  Values  vs.  Economic  Values. — 
Purely  economic  value  takes  no  account  of  right  and  wrong. 
For  example,  costs  which  have  necessarily  been  incurred  in 
the  past  construction  of  railways  may  have  resulted  in  the 
existence  of  portions  of  plant  or  roadbed  which  do  not-  now 
have  an  economic  value  equal  to  the  cost.  In  such  cases,  it 
may  be  ethically  just  and  in  accord  with  the  law  that  the  in- 
vestors should  be  allowed  the  value  equal  to  the  cost  that  was 
originally  incurred.  In  this  and  similar  cases  non-economic 
values  may  be  recognized,  but  should  only  be  allowed  after 
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distinct  recognition  of  their  non-economic  character  and  care- 
ful scrutiny  of  the  honesty  and  wisdom  of  the  original  invest- 
ment. 

2.  Competitive  vs.  Monopoly  Values. — Under  competi- 
tion market  value  normally  equals  expense  plus  a  minimum 
return  to  capital  and  enterprise.  It  is  based  on  the  free  play 
of  demand  and  supply  forces,  and  may  be  assumed  to  result 
in  the  maximum  cjuantity  of  profitable  business.  Monopoly 
values,  however,  mean  limited  supply,  and  often  are  higher 
than  the  sum  required  to  cover  expenses  and  a  minimum  re- 
turn to  capital  and  enterprise.  Accordingly,  monopoly  values 
have  no  ethical  validity.  We  have  seen  that  the  railway  busi- 
ness is,  to  a  considerable  extent,  naturally  monopolistic,  and 
it  is  to  be  borne  in  mind  that  railway  rates  are  not  to  be  taken 
for  granted  as  furnishing  a  fair  basis  for  valuation. 

3.  Private  Gain  vs.  Public  Utility. — Unregulated  competi- 
tion cannot  be  trusted  to  work  satisfactorily  in  public-utility 
businesses.  We  depend  upon  it  to  regulate  industries  in  which 
private  gain  is  the  mainspring.  In  private  industries,  specula- 
tors and  promoters  are  welcome  and  furnish  a  valuable  part  of 
the  direction  of  competition;  but  in  public-utility  industries, 
such  as  railways  are,  where  the  product  is  vitally  essential  to 
social  welfare,  the  investor  and  the  conservative  manager  are 
more  important  than  the  speculator  and  the  promoter.  Ac- 
cordingly, there  is  less  desirability  for  fluctuation  in  values 
and  wide  margins  of  profit. 

In  view  of  these  three  points,  we  may  now  pass  judg- 
ment upon  several  theories  of  valuation  which  have  been  pro- 
posed as  a  basis  for  determining  the  true  investment. 

I.  "Earning  Capacity"  and  "Present  Value." — For  those 
who  are  used  to  reasoning  concerning  competitive  and  private- 
gain  values,  it  is  natural  to  propose  that  the  value  of  the  invest- 
ment  of   the   railways   should   be   determined   by  taking  the 
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market  value  based  upon  their  earning  capacity.  A  moment's 
reflection,  however,  will  show  that  for  rate-making  purposes 
such  a  basis  of  valuation  is  doubly  bad.  In  the  first  phce, 
earning  capacity  partly  depends  upon  gross  earnings,  which, 
in  turn,  depend  upon  the  general  level  of  rates.  To  take  an 
investment  figure  based  upon  rates  for  the  purpose  of  deter- 
mining the  reasonableness  of  rates  is  to  reason  in  a  circle. 

In  the  second  place,  the  earning  capacity  is  partly  dependent 
upon  the  amount  of  the  operating  expenses  which  must  be 
deducted  from  the  gross  revenue  to  arrive  at  the  net.  But 
these  operating  expenses  partly  dej)end  upon  the  railway's 
investment.  This  is  true  of  depreciation  charges.  For  rate- 
making  purposes  the  railway  plant  cannot  be  taken  for 
granted,  but,  as  we  shall  see,  the  honesty  and  efficiency  of 
the  construction  of  the  plant  must  be  considered,  to  say 
nothing  of  its  social  utility.  In  short,  the  "earning  capacity" 
theory  begs  the  question  of  the  valuation  for  rate-making 
purposes  by  assuming  a  certain  rate  level  and  a  certain  level 
of  capital  replacement  charges,  such  as. depreciation. 

When  the  question  is  merely  one  of  condemnation  or 
sale  of  a  railway  property,  the  market  value  based  on  net 
earnings  may  properly  be  used;  but  even  there  the  wise  in- 
vestor would  have  to  consider  the  possibility  that  the  gov- 
ernment might  step  in  and  regulate  rates  and  accounting 
methods  in  such  a  way  as  to  reduce  the  earning  capacity  and 
the  value  of  the  investment. 

2.  "Cost  of  Reproduction"  or  "Cost  of  Duplication," — 
Some  public  service  commissions  and  several  court  decisions 
have  adopted  cost  of  reproduction  as  a  basis  for  determining 
the  true  investment  of  a  public  utility.  This  proposal  is  one  that 
is  very  commonly  made  and  which  will  require  the  most 
careful  study.  The  cost  of  reproduction  may  have  either  one 
of  two  meanings.      It  may  mean   the   cost   of   the   identical 


Ch.  15]      GENERAL  LEVEL  OP  RATES  AND  SUMMARY  239 

plant;  or  the  cost  of  a  plant  which  is  equally  efficient,  but  one 
which  may  differ  more  or  less  in  form  and  arrangement  from 
the  existing  one.  Also,  the  cost  of  reproduction  may  mean 
either  the  cost  of  a  new  plant  or  the  cost  of  the  existing  plant 
as  depreciated.  This  is  not  the  place  to  go  into  details  con- 
nected with  these  various  meanings,  (but  it  is  merely  pointed 
out  that  the  conception  of  "cost  of  reproduction"  is  not  a 
clear-cut  one  and  requires  accurate  definition.  Without  refer- 
ence to  the  various  shades  of  meaning  let  us  examine  this 
general  basis. 

Question  of  Unit  Costs. — Perhaps  the  first  question  to 
arise  in  one's  mind  is  what  unit  prices  should  be  taken  as  the 
basis  for  determining  the  cost  of  reproducing  a  railway  plant. 
Shall  we  take  current  prices  or  those  which  were  originally 
paid?  Shall  we  take  the  prices  of  any  one  year,  or  of  a 
series  of  years?  Perhaps  some  fair  basis  could  be  arrived 
at  in  each  particular  case,  but  it  can  readily  be  seen  that  the 
procedure  must  be  more  or  less  arbitrary.  Particularly  diffi- 
cult is  the  case  of  real  estate.  It  has  been  proposed  to  base 
the  prices  of  land  to  be  allowed  in  determining  the  cost  of 
reproducing  a  railway  upon  the  value  of  abutting  land.  In 
many  cases,  however,  this  would  not  be  fair  to  the  carriers, 
as  railways  frequently  have  to  pay  "hold-up  values"  for  real 
estate.  In  Wisconsin,  for  example,  it  was  found  that  rail- 
ways paid  for  land  over  300%  more  than  the  consideration 
shown  in  the  records  of  the  registrar  of  deeds.  The  conclu- 
sion must  be  that  the  determination  of  unit  prices  presents 
great  practical  difficulties. 

Question  of  Necessary  Original  Costs. — The  second 
question  to  arise  in  considering  cost  of  reproduction  concerns 
the  allowance  to  be  made  for  the  costs  which  were  originally 
incurred.     Some  of  the  original  costs  may  have  been  neces- 
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sary  and  incurred  with  all  honesty  and  wisdom,  yet  they 
would  not  be  necessary  in  reproducing  the  plant.  Grades, 
perhaps  required  by  law,  once  made  need  not  be  made  over 
again,  but  should  the  cost  not  be  allowed  in  investment? 
Moreover,  the  cost-of -reproduction  basis  might  cause  unjust 
risk  to  investors,  since  valuations  made  in  periods  of  relatively 
low  prices  would  result  in  investment  figures  which  would  be 
unfair.  To  take  the  average  price  for  a  series  of  years  would 
be  tantamount  to  an  abandonment  of  the  cost  of  reproduction 
principle.  There  are  "starting  expenses"  which  are  necessary 
to  create  and  develop  traffic.  There  are  certain  organization 
and  legal  expenses  which  are  required  at  the  beginning  of  an 
enterprise.  There  are  the  risks  of  a  new  enterprise  for  which 
the  enterprisers  deserve  rewards — rewards  for  plans  and  fore- 
sight. The  conclusion  must  be  that  cost  of  reproduction 
would  not  make  due  allowance  for  all  the  necessary  original 
expenses. 

Intangible  Items  Not  Covered. — Under  the  cost  of 
reproduction  theory,  how  would  allowance  be  made  foj  in- 
tangible items  of  property  value?  There  are  important  items 
in  a  railway's  investment  account  which  would  not  find  ex- 
pression in  any  costs  of  reproducing  the  plant.  One  of  the 
most  important  of  these  items  is  the  "seasoning"  of  the  road- 
bed. There  are  changes  in  alignment,  restoring  washed 
banks,  rebuilding  after  wash  outs,  and  raising  roadbed  and 
track.  On  such  operations  thousands  of  dollars  per  mile  of 
line  may  have  been  expended,  yet  they  would  not  be  required 
in  reproducing  the  plant.  The  National  Association  of  Rail- 
way Commissioners  has  said,  "There  is  an  appreciation  in  the 
value  of  the  roadbed  due  to  what  is  termed  'seasoning,'  the 
settling  of  embankments  requiring  a  filling  in  to  bring  up  to 
required  grade  and  width,  clearing  out  and  widening  cuts,  etc., 
which  require  an  unusual  expenditure   during  the  first   few 
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years,  all  of  which  adds  to  the  value  of  the  roadbed  and  must 
be  taken  into  consideration  in  the  valuation."^ 

Then  there  is  the  intangible  item  of  "going  value."  This 
represents  necessary  expenses  incurred  in  building  up  the  busi- 
ness so  that  it  will  pay  more  than  operating  expenses,  including 
depreciation  and  fixed  charges,  and  will  yield  a  normal  profit 
to  cover  the  risk  of  the  enterprise.  An  established  railway  is 
worth  more  than  the  cost  of  the  various  separate  parts,  and 
anyone  choosing  between  the  cost  of  reconstructing  a  new  line 
or  buying  an  old  one  would  pay  more  for  the  latter.  Here 
again,  cost  of  reproduction  does  not  allow  for  an  important 
intangible  asset  which  should  be  recognized  from  the  social 
point  of  view. 

Conclusion  on  Cost  of  Reproduction. — In  short,  the  cost 
of  reproduction  is  neither  what  was  honestly  and  wisely  paid 
by  the  original  investors,  nor  what  new  investors  would  be 
willing  to  give  for  the  property  with  its  various  intangible 
items  of  value  and  its  established  business.  To  cap  the  climax, 
it  furnishes  a  one-sided  theory  of  valuation,  for  it  gives  no 
consideration  to  the  social  utility  of  the  railways.  It  is  not 
actual  cost;  nor  is  it  justified  by  any  consideration  of  demand. 

It,  therefore,  seems  that  economists  must  support  the  ut- 
terance of  Judge  McCormick,  who,  in  Metropolitan  Trust 
Company  v.  Houston  and  Texas  Central,  said:  "A  system  of 
rates  and  charges  that  looks  to  a  valuation  fixed  on  so  narrow 
a  basis  as  that  shown  to  have  been  adopted  by  the  Commission, 
and  so  fixed  as  to  return  only  a  fair  profit  on  that  valuation, 
and  which  permits  no  account  for  betterments  made  neces- 
sary by  the  growth  of  trade,  seems  to  many  to  come  clearly 
within  the  provision  of  the  14th  amendment."  (The  14th 
amendment  prohibits  the  confiscation  of  property  without  due 
process  of  law.) 


*  Report  of    19 10,  page   142. 
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3.  Original  Cost. — The  third  chief  method  of  determining 
the  value  of  the  raihvay's  investment  is  that  which  is  based  on 
original  cost  including  all  additions  and  betterments.  The 
original  cost  would  include  the  actual  expense  of  all  steps 
necessary  to  the  development  of  the  present  efficient  service  of 
a  railway,  from  the  necessary  "starting  expenses"  which  were 
honestly  and  wisely  made,  down  to  the  latest  expenses  for 
bringing  the  roadbed  up  to  required  grade  and  width.  Original 
cost  is  something  actual.  It  is  not  a  hypothetical  thing,  but  is 
the  sum  of  expenses  actually  incurred.  It  has  a  basis  in  history 
and  is  a  record  of  the  facts  attending  the  development  of  the 
property.  More  than  that,  it  allows  due  regard  for  ethical 
considerations,  for  under  it  the  appraiser  should  take  up  the 
question  of  risks  and  obstacles  which  were  confronted  in 
starting  the  enterprise.  It  considers  the  whole  life  of  the 
plant,  and  therefore,  makes  it  logical  to  take  account  of  the 
relation  of  the  plant  to  the  future. 

Before  passing  final  judgment  on  this  basis  of  valuation, 
let  us  consider  how  it  would  be  applied.  In  the  first  place, 
the  tangible  physical  items  of  the  investment  would  be  covered 
by  going  into  the  actual  construction  records  wherever  pos- 
sible. It  has  been  found  in  practice  that  field  surveys  made 
for  determining  cost  of  reproduction  are  frequently  inaccu- 
rate, as  original  ground  lines  change,  bridge  piers  cannot  be 
seen,  etc.,  etc.  Consequently,  the  only  accurate  way  to  pro- 
ceed is  to  take  the  records  of  actual  construction.  When  these 
are  not  available,  of  course,  it  is  necessary  to  make  surveys  to 
determine  the  work  done  and  to  apply  the  unit  price  which 
prevailed  at  the  time  of  construction. 

As  to  intangible  items,  under  the  original  cost  method  the 
appraiser  must  consider  the  legitimate  promotion  expenses, 
including  organization  and  legal  expenses  and  discounts  on 
securities  when  these  are  honest  and  reasonable.  The  econ- 
omist would  be  the  last  to  deny  the  justice  and  expediency 
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of  allowing  compensation  for  business  plans  and  foresight. 
Interest  on  investment  prior  to  the  receipt  of  profits  would  be 
allowed.  Freight  on  construction  materials  would  be  another 
legitimate  item. 

"Going  value"  is  not  to  be  allowed  in  the  sense  of  a  "value 
of  created  income,"  for  the  reason  that  income  comes  from 
rates  and  rates  cannot  be  assumed  when  we  are  determining  a 
valuation  for  the  purpose  of  making  rates.  But  in  another 
sense,  going  value  must  be  allowed  for.  A  railway  plant  must 
have  cost  more  as  a  going  concern  than  the  sum  of  its  separate 
parts.  A  working  organization  has  been  built  up  partly  as  the 
result  of  legitimate  advertising  which  may  be  both  educative 
and  productive.  There  are  expenses  involved  in  getting  busi- 
ness ;  there  are  early  losses  and  operating  deficits  to  be  covere.d. 

Differential  Advantage. — Is  there  any  other  element  in  the 
investment  account  of  a  railway  which  must  be  included  in 
order  to  arrive  at  a  fair  basis  for  determining  a  reasonable 
general  level  of  rates?  Does  the  original  cost  basis  as  briefly 
outlined  in  the  foregoing  paragraphs  cover  all  items  of  in- 
vestment upon  which  the  investors  in  a  railway  are  entitled  to 
a  return?  It  appears  that  all  the  many  parts  of  the  construc- 
tion, maintenance,  and  operation  of  the  railways  would  be 
provided  for,  but  there  is  one  item  which  no  cost  figures  would 
cover.  This  is  the  valuation  of  the  differential  advantage 
which  some  carriers  possess  on  account  of  superior  location. 
Between  Chicago  and  New  York  there  are  several  lines  of 
railway,  no  two  of  which  are  equally  advantageous.  One  of 
the  roads  must  have  the  highest  cost  per  ton-mile  in  hauling 
goods  between  those  points,  and  another  must  have  the  lowest. 
In  spite  of  this  difference  in  cost,  practically  but  one  rate  can 
be  charged  for  hauling  the  same  commodity  between  those 
points,  and  it  follows  that  the  road  with  the  minimum  cost  must 
make  a  larger  profit  than  the  roads  having  higher  costs.    This 
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higher  profit,  in  so  far  as  it  is  due  to  the  natural  advantages 
of  route,  is  a  measure  of  what  is  known  as  the  differential  ad- 
vantage.   It  is  closely  similar  to  what  economists  call  rent. 

It  may  be  argued  that  this  differential  advantage  is  not  a 
thing  in  which  a  railway  should  have  property  rights — that  no 
private  property  is  entitled  to  capitalize  the  amount  of  the 
differential  profit.  But  as  long  as  we  have  private  property, 
it  is  difficult  to  say  how  we  could  do  anything  else  but  include 
the  capitalized  value  of  the  differential  advantage  in  the 
valuation  of  the  carriers'  investment.  The  expenses  of  the 
least  advantageously  located  road  must  be  allowed  for  if  we 
are  to  assume  the  various  lines  to  be  necessary.  These  ex- 
penses include  not  only  the  original  cost  of  investment,  but 
the  greater  operating  expenses  caused  by  the  natural  disad- 
vantages of  the  marginal  road.  There  must  be  a  single  rate 
and  there  results  a  permanent  differential  advantage.  So  long 
as  we  allow  individual  land  owners  to  enjoy  the  increased 
values  which  result  from  superior  location,  we  can  but  allow 
the  carriers  to  do  the  same. 

Such  an  allowance,  however,  has  no  practical  bearing  upon 
rates.  The  general  level  of  rates  must  Ije  determined  with 
reference  to  the  least  advantageous  one  of  the  carriers  which  is 
socially  desirable,  and  must  cover  the  highest  costs  which  are 
socially  necessary.  Rates,  in  other  words,  are  determined 
with  reference  to  the  marginal  costs,  and  it  follows  that  the 
differential  advantage  of  the  more  advantageously  located 
railways  is  a  result  of  their  superior  location  and  has  no  causal 
effect  upon  rates. 

Franchise  Values. — A  few  special  problems  arise  in  the 

application  of  the  original  cost  basis  of  valuation.  Thus, 
there  is  the  much  mooted  question  of  franchise  values.  Should 
a  railway's  investment  account  include  an  item  which  may  be 
called   "value   of    franchise"?     From   the   point   of   view   of 
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valuation  for  rate  making — which,  it  will  be  remembered,  is 
widely  different  from  valuation  for  sale  or  taxation — the 
answer  must  be  in  the  negative.  The  value  of  the  franchise 
comes  from  the  railway's  net  earnings,  which,  in  turn,  depend 
largely  upon  rates.  Thus,  the  same  objection  applies  to  the 
inclusion  of  the  franchise  item  that  applies  to  the  earning  capac- 
ity basis.  Certainly,  the  franchise  value  is  not  based  on  cost. 
Closely  related  to  the  franchise  idea,  is  that  of  public  aid. 
Many  railways  have  received  large  grants  of  land  and  have 
been  assisted  in  other  ways.  Such  items  do  not  represent  cost, 
but  are  gifts  of  the  public,  and  the  public  should  not  be  asked 
to  pay  rates  required  to  yield  a  profit  on  its  gift. 

Goodwill. — There  are  those  who  have  advocated  the  in- 
clusion of  goodzinll  in  railway  valuations.  In  a  competitive, 
private-gain  business  there  might  be  some  excuse  for  this 
procedure,  although  even  in  such  business  the  item  would  be 
regarded  with  suspicion.  In  the  railway  business,  goodwill 
cannot  properly  be  included  in  the  investment  account.  In  the 
first  place,  it  is  a  competitive  factor  based  on  the  idea  that 
consumers  have  a  choice,  and  that  the  possession  of  their 
patronage  is  therefore  an  asset.  A  railway  is  a  partial  mo- 
nopoly, and  fs  obviously  so  for  most  local  traffic.  Accordingly, 
the  conception  of  goodwill  does  not  properly  apply  to  any 
great  extent  in  the  railway  business.  In  the  second  place, 
goodwill  is  not  permanent  or  certain  enough  to  be  capitalized 
and  made  the  basis  of  stable  rates.  This  is  especially  true 
of  a  permanent  public  utility  like  the  railway.  In  any  case, 
goodwill  is  not  a  social  cost,  but  merely  represents  competitive 
advantage.  It  is  what  economists  call  an  acquisitive  advantage. 
We  must,  therefore,  dismiss  it  from  consideration  as  a  part  of 
the  true  investment  of  a  railway. 

The  upshot  of  this  examination  of  the  bases  of  valuation 
is  that  original  cost  as  here  outlined  furnishes  the  true  test. 
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In  the  case  of  roads  which  are  advantageously  located,  how- 
ever, there  must  be  added  an  allowance  to  cover  the  value  of 
their  differential  advantage. 

Necessity  of  Applying  Costs  Honestly  and  Wisely It  will 

have  been  noted  that  at  several  points  in  the  foregoing  discus- 
sion the  idea  of  cost,  or  expense,  has  been  qualified  by  using 
the  words  "honest"  and  "wise,"  or  their  equivalents.  The 
courts  have  indicated  that  costs  are  only  admissible  as  the  basis 
for  valuation  for  rate-making  purposes  when  they  have  been 
incurred  by  an  honest  and  efficient  management.  For  example, 
in  the  Wellman  case  (143  U.S.)  it  was  stated  that  if  the  court 
were  fully  advised  as  to  the  disposal  of  earnings,  "it  might 
clearly  appear  that  a  prudent  and  honest  management  would, 
within  the  rates  prescribed,  secure  to  the  bondholders  their 
interest  and  to  the  stockholders  reasonable  dividends." 

This  intimates  that  expenses  which  are  imprudently  or 
dishonestly  made  should  not  be  recognized.  It  is  safe  to  say 
that  a  "reasonable"  original  cost  could  not  include  either  an 
exorbitant  promoter's  fee  or  an  item  of  "interest  on  invest- 
ment before  profits"  which  covered  an  unreasonably  long 
period.  There  would  be  a  limit  to  the  payment  of  extra- 
ordinarily large  salaries.  Expenses  incurred  for  the  purchase 
of  property  which  is  not  reasonably  necessary  or  advantageous 
for  the  conduct  of  the  business  might  be  disallowed.^ 

Another  case  in  which  the  idea  appears,  although  the  faulty 
cost  of  reproduction  basis  is  taken,  is  that  of  Stccnerson  v. 
Great  Northern  (72  N.  W.  Reporter  713)  : 

If  a  railway  is  built  and  operated  wisely  and  economically, 
if  it  is  located  where  public  need  requires  it,  where  there  is 
business  to  justify  its  existence,  and  constructed  so  as  to  be 
fit  and  well  adapted  for  the  business  which  it  aims  to  accom- 
modate— it  should  be  entitled  to  return  as  good  interest  on 


•  On  this  point  see  Capital  City  Gas  Light   Co.  v.   City  of  Des  Moines. 
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the  cost  of  the  reproduction  of  the  road  as  capital  invested 
in  the  average  of  other  lines  of  enterprise. 

Thus  the  original  cost  idea  is  modified  to  mean  original 
cost  to  the  extent  that  such  cost  has  been  honestly  and  wisely 
incurred. 

To  sum  up,  the  test  of  a  true  economic  valuation  of  rail- 
way investment  is  really  twofold.  On  the  one  hand,  it  must 
be  sufficient  to  cover  all  original  costs ;  on  the  other  hand,  only 
such  investments  should  be  recognized  as  are  made  in  rail- 
ways which  are  honestly  and  wisely  built. 

The  Transportation  Act — It  is  in  keeping  with  this  princi- 
ple that  the  Transportation  Act  of  1920  gives  the  Interstate 
Commerce  Commission  complete  power  to  regulate  the  con- 
struction and  capitalization  of  railways.  From  now  on,  new 
construction  must  be  authorized  by  the  Commission,  and  the 
Act  provides  that  no  interstate  carrier  shall  build  any  new 
line  without  first  obtaining  a  certificate  that  the  present  or 
future  public  convenience  and  necessity  require  such  construc- 
tion. Capitalization,  too,  while  a  different  matter  from 
"capital,"  is  closely  related  thereto  and  affects  investment.  The 
Commission  now  has  practically  complete  control  over  it. 
Thus  the  government  has  at  last  stepped  in  to  insure  that  only 
honest  and  wise  investments  shall  be  made  in  the  railway 
business.^ 

Harmonizing  Uniform  Rates  with  Diverse  Costs. — Thus 
far  this  chapter  may  be  briefly  summed  up  in  the  conclusion 
that  the  general  level  of  rates,  as  distinguished  from  particular 
rates,  depends  chiefly  upon  the  investment  in  railways  and  that 
the  investment  is  to  be  determined  by  the  amount  of  those 
original  costs  which  are  honestly  and  wisely  incurred.  It 
remains  to  show  how  the  general  level  of  rates  is  related  to 

^  See    below,    page    544. 
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the  rates  of  the  different  sections  of  the  country  or  different 
railway  systems;  for,  while  a  conception  of  a  general  level  is 
real  and  helpful,  it  is  nevertheless  true  that  in  practice  the 
general  level  is  distributed  among  roads  whose  original  costs 
vary  widely.  Indeed,  investments  in  the  different  parts  of 
a  single  railway  system  may  show  the  greatest  dissimilarity. 
Naturally,  then,  the  question  arises,  If  the  general  level  of 
rates  is  based  on  original  cost  of  investment,  how  can  there 
be  any  uniformity  in  rates  among  the  different  roads  or  on 
different  parts  of  the  same  road? 

We  can  dismiss  at  once  the  cases  in  which  the  general  level 
of  rates  does  not  cover  costs  even  indirectly  or  in  the  long  run. 
The  costs  of  such  railways  mean  that  investments  have  been 
made  which  are  unwise  or  inefficient,  and  these  investments 
must  be  liquidated  on  the  basis  of  the  general  level  of  rates. 
The  remaining  cases  all  fall  into  two  groups :  ( i )  those  roads 
whose  original  costs  are  directly  compensated  or  more  than 
compensated  by  the  general  level  of  rates,  and  (2)  those  roads 
whose  costs  are  only  indirectly  covered  in  the  long  run.  It  is 
concerning  the  latter  group  that  the  question  arises. 

Branch  Lines — The  distribution  of  charges  need  not  be 
uniform  in  proportion  to  investment.  If  it  is  clear  that  in- 
directly or  in  the  long  run  the  aggregate  cost  of  a  railway 
system  as  a  whole  is  being  compensated  by  the  general  rate 
level,  without  there  being  any  net  loss,  then  certain  parts  of  the 
system  may  be  operated  with  economic  advantage  even  though 
the  rates  directly  assignable  to  them  do  not  yield  a  return  on 
the  cost  of  investment  in  those  parts.  Take  branch  lines  or 
feeders,  for  example.  If  the  greater  volume  of  traffic  which 
they  bring  to  the  main  lines  with  which  they  are  connected 
enables  a  reduction  in  the  average  operating  expense  per  ton- 
mile  on  the  main  line,  the  amount  of  the  reduction — and  the 
gain  arising  therefrom — may  be  imputed  to  the  branch  line 
and  be  offset  against  its  cost. 
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This  reasoning,  however,  must  not  be  overworked.  It  is 
sound  economics  to  conclude  that  the  local  traffic  of  the  branch 
Hne  ought  to  be  separately  considered,  and  be  made  to  pay  its 
specific  costs  and  something  towards  the  general  expenses 
which  are  assignable  to  the  branch  line.  To  this  extent  the 
branch  should  "stand  on  its  own  bottom." 

This  raises  the  question  of  the  practicability  of  imputing 
gain  to  a  non-profitable  line.  The  only  costs  known  are  totals 
covering  both  local  and  through  traffic.  We  know  the  total 
costs  on  the  unprofitable  branch  line ;  also  its  total  income,  and 
the  total  amount  of  its  loss.  But  can  we  figure  the  offsetting 
gain  to  the  other  lines  from  the  through  traffic  which  it  brings 
to  them?  If  the  only  change  resulting  from  the  construction 
of  the  branch  line  were  increased  volume  of  traffic  to  the  main 
line,  the  reduction  in  the  average  expense  per  ton-mile  on  the 
main  line  would  measure  the  gain.  But  besides  the  through 
traffic  which  moves  from  the  branch  line  to  the  main  line, 
there  is  the  local  traffic  of  the  branch  line  to  be  considered. 
This  local  traffic  should  at  least  pay  its  special  costs  and  con- 
tribute something  towards  the  general  expenses  of  the  branch 
line.  Here  comes  the  difficulty  of  determining  the  net  gain 
from  maintaining  the  branch.  It  seems  a  practical  impossi- 
bility to  determine  separately  for  the  local  traffic  its  revenue  and 
expense  and  loss.  If  this  can  be  done,  however,  and  only  the 
loss  of  the  branch  on  the  through  traffic  is  charged  against 
the  gain  made  by  the  main  line,  the  arrangement  in  question 
can  be  fairly  tested.  Only  as  the  local  traffic  of  the  branch 
pays  for  itself,  while  the  gain  of  the  main  line  on  traffic  inter- 
changed is  greater  than  the  cost  chargeable  to  that  through 
traffic,  is  the  arrangement  economically  sound. 

Differential  Lines— There  is  also  the  problem  of  "differ- 
ential lines"— that  is,  independent  lines  which  are  relatively 
weak  or  disadvantageously  located— which  raises  the  question, 
Is  the  same  general  level  of  rates  to  be  charged  on  different 
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competing  lines  in  spite  of  their  different  costs?  It  has  been 
maintained  by  some  that  one  transportation  route  should  never 
be  allowed  to  take  from  another,  merely  as  a  consequence  of 
competition,  traffic  which  that  other  route  could  carry  at  less 
expense.  The  Grand  Trunk,  for  example,  it  has  been  held, 
should  not  be  allowed  to  take  freight  from  Chicago  to  Boston 
which  the  New  York  Central  could  haul  more  cheaply. 

In  this  argument  there  is  an  element  of  truth  and  also  an 
element  of  error.  It  is  true  that  the  increased  average  cost 
per  ton-mile  which  would  result  from  the  participation 
of  the  circuitous  route  would  have  to  be  considered  and 
weighed  against  any  advantages  arising  from  such  participa- 
tion. The  greater  expenses  set  a  limit  and  must  be  carefully 
considered.  But  it  is  nevertheless  also  true  that  there  are 
certain  advantages  which  may  arise  from  allowing  the  more 
disadvantageously  located  road  to  share  in  the  traffic.  The 
Interstate  Commerce  Commission  has  said  that  "to  decree  that 
traffic  should  always  move  by  the  cheapest  road  would  be  to 
entirely  eliminate  competition,  which,  within  reasonable 
bounds,  is  for  the  interest  of  the  general  public."  There  is 
undoubtedly  a  certain  kind  of  competition  in  service  and 
between  markets  which  it  is  desirable  to  foster  and  which  re- 
quires the  existence  of  alternative  routes.  Furthermore,  it  is 
to  l)e  recognized  that  allowing  the  relatively  inefficient  carrier 
to  participate  in  moving  the  traffic  may  cause  a  reduction  in 
the  average  ton-mile  expense  of  that  carrier  by  giving  it  the 
volume  required  for  its  most  economical  operation. 

As  a  rule,  however,  it  would  probably  be  found  that  it  is 
most  economical  to  let  the  carrier  which  operates  at  the  least 
expense  take  all  the  traffic  which  it  can  accommodate.  A  good 
many  thinkers  have  concluded  that  there  are  too  many  rail- 
way lines  in  some  parts  of  the  country.  It  is  hardly  practica- 
ble to  compel  an  inefficient  carrier  to  forego  competition  for 
traffic;  but  we  can  refuse  to  recognize  its  high  costs  as  a  factor 
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in  determining  rates  except  to  the  extent  that  it  is  required  to 
handle  the  traffic. 

Different  Classes  of  Traffic  and  the  General  Level  of 
Rates. — A  group  of  questions  similar  to  the  foregoing  applies 
to  the  relation  between  the  general  level  of  rates  and  the 
charges  to  be  made  for  different  classes  of  traffic.  May  the 
general  level  be  maintained  while  some  classes  of  traffic  pay 
more  than  their  pro  rata  share  of  the  cost  and  others  pay  less? 
Here  the  problem  of  determining  the  general  level  of  rates 
merges  into  that  of  particular  rates. 

We  have  seen  that  it  is  economically  expedient  under  some 
circumstances  that  fixed  and  joint  expenses  should  be  distri- 
buted over  the  different  items  of  traffic  in  proportion  to  the 
intensity  of  the  demand  for  their  transportation.  Now,  how- 
ever, in  the  light  of  the  discussion  of  the  general  level  of  rates, 
it  can  be  seen  that  there  is  danger  of  going  too  far  in  this 
direction,  and  it  will  be  well  to  note  a  series  of  limitations 
upon  the  discrimination  that  exists  when  one  branch  of  traffic 
is  charged  more  than  its  pro  rata  share  of  all  operating  ex- 
penses and  fixed  charges. 

In  the  first  place,  it  may  be  laid  down  as  a  general  rule 
that,  to  the  full  extent  that  demand  permits,  all  classes  of  traffic 
should  in  the  long  run  bear  their  full  pro  rata  share  of  all  the 
expenses  and  charges  necessary  to  replace,  maintain,  and  oper- 
ate the  transportation  agencies. 

In  the  second  place,  there  are  unreasonable  discriminations 
— discriminations  among  commodities,  among  shippers,  and 
among  places — and  there  is  danger  of  placing  an  undue  bur- 
den on  some  classes  of  traffic  when  other  classes  are  hauled 
for  less  than  the  pro  rata  share  of  all  expense. 

In  the  third  place,  it  seems  that  there  is  no  logic  in  the 
idea  that,  because  some  traffic  is  developed  earlier  than  other 
traffic,  the  latter  should  be  regarded  as  a  separate  thing  which 
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is  taken  on  for  what  it  will  bring  merely  as  an  adjunct  to  the 
original  traffic.  The  plant  exists  for  all  the  traffic,  and  if  it 
must  be  enlarged,  it  is  because  the  total  traffic  considered  as  a 
unit  is  too  great  to  be  handled  by  the  original  plant.  There  is 
no  economic  difference  between  the  earlier  and  the  later  units. 

In  the  fourth  place,  it  must  not  be  assumed  that  all  traffic 
has  to  move  and  that  if  any  part  of  it  will  not  move  at  a  rate 
sufficient  to  pay  its  full  share  of  costs,  the  rate  must  be 
reduced.  It  may  well  be  that  society  would  be  better  off  if 
some  goods  did  not  move  at  all — if  the  elimination  of  such 
traffic  would  enable  the  carriers  to  operate  without  loss.  Cer- 
tainly, this  is  true  when  the  question  is  one  concerning  the 
transportation  of  goods  to  remote  points  which  might  be  sup- 
plied more  economically  from  nearby  sources. 

Finally,  there  is  danger  of  maintaining  a  larger  investment 
in  railway  facilities  than  is  economical  in  order  merely  to 
accommodate  non-profitable  freight.  One  of  the  most  j)laus- 
ible  arguments  in  favor  of  ignoring  cost  in  making  different 
rates  on  different  classes  of  traffic  is  to  urge  that,  as  a  railway 
has  unused  track  and  equipment,  it  must  take  on  additional 
traffic  no  matter  how  little  it  will  pay,  because  such  traffic  will 
help  defray  the  cost  of  maintaining  the  excess  facilities.  But, 
when  confronted  with  this  argument,  we  must  distinguish  two 
cases : 

1.  When  the  situation  arises  with  regard  to  empty  back 
hauls,  seasonal  surpluses  of  equipment,  or  the  existence  of 
reasonably  anticipated  growth  in  traffic,  the  argument  may 
be  sound,  for  in  these  cases  the  excess  facilities  are  eco- 
nomically justified  and  the  extra  traffic  really  helps  to  pay 
necessary  costs. 

2.  When,  however,  the  excess  of  facilities  arises  from 
uneconomic  construction  or  from  the  growth  of  superior 
competitive  roads  which  have  diverted  traffic,  the  argu- 
ment is  not   sound,    for  here  the  excess  is   not  necessary 
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and  the  so-called  fixed  costs  are  not  economically  justi- 
fied. A  single  railway  ought  not  to  maintain  such  equip- 
ment that  it  will  be  necessary  to  haul  goods  for  less  than  cost 
in  order  to  utilize  its  full  capacity,  and  the  same  principle 
applies  to  the  railways  of  a  section  or  of  the  nation  as  a 
whole. 

Summary. — To  sum  up,  then,  we  conclude  that  discrimina- 
tions in  rates  based  on  differences  in  demand,  must  be  made, 
and  that  the  general  level  of  rates  must  be  maintained  by 
charging  different  particular  rates  on  different  classes  of 
tratific;  but  that  in  making  such  discriminations  cost  cannot  be 
ignored,  and  that  as  nearly  as  possible  each  railway  and  each 
class  of  trafific  should  be  charged  with  its  full  pro  rata  share 
of  all  expenses,  including  cajxtal  charges.  Thus,  we  bring 
together  the  discussion  of  particular  rates  and  of  the  general 
level  of  rates. 

Final  Restatement  of  Principles  of  Rate  Making. It  is 

now  time  to  bring  together  in  a  concise  way  the  chief  factors 
which  have  been  found  to  govern  the  determination  of  rail- 
way rates.     This  means  the  formulation  of  a  theory  of  rates. 

The  conclusion  has  been  reached  that  particular  rates  and 
the  general  level  of  rates  are  determined  as  parts  of  the  same 
process,  which  is  the  process  of  evaluating  the  transportation 
service.  Through  the  necessity  of  maintaining  the  general 
level  of  rates  the  greater  part  of  the  cost  of  transportation 
exerts  its  influence  upon  particular  rates;  through  particular 
rates  the  composite  demand  for  the  various  particular  services 
performed  by  the  railways  is  brought  to  bear  upon  the  general 
level  of  rates.  On  the  one  hand,  the  cost  factors  which  limit 
the  supply  of  railway  facilities  are  so  largely  joint  that  thev 
can  only  be  effective  as  regards  the  general  level  of  rates,  and 
we  have  seen  that  the  basis  of  determination  for  the  general 
level  is  the  original  cost  of  investment  when  the  investment  is 
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honestly  and  wisely  made.  On  the  other  hand,  the  demand 
for  transportation  service  as  a  whole  is  merely  the  sum  of 
thousands  of  particular  demands,  and  is  so  composite  a  force 
that  it  can  be  brought  to  bear  only  through  the  particular  de- 
nimtds  which  chiefly  determine  particular  rates.  The  whole 
scheme  of  rate  determination  may  be  expressed  diagrammati- 
cally  as  shown  in  Fig.  21. 
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Fig.  21. — Diagram  showing  the  Concurrent  Determination  of  General 
Level  of  Rates  and  Particular  Rates 

The  diagram,  read  from  left  to  right,  shows  that  composite 
demand  through  its  component  particular  demands  is  brought 
to  bear  upon  the  determination  of  particular  rates.  At  the 
same  time  it  is  set  against  the  total  cost  of  supplying  trans- 
portation; and,  particularly,  the  cost  of  investment  must  be 
weighed  against  that  demand.  Through  particular  rates 
demand  is  brought  to  bear  upon  the  general  level  of  rates, 
while  at  the  same  time  the  general  level  exercises  a  control 
over  the  sum  of  particular  rates.  This  mutual  action  and 
reaction  is  expressed  in  the  diagram  by  the  two  heavy  arrows 
which  connect  the  two  phases  of  the  rate  structure.  The 
supply  of  railway  transportation  is  limited  by  the  cost  of  in- 
vestment and  operating  expenses,  which  together  make  up  the 
total  cost  of  constructing,  maintaining,  and  operating  the  rail- 
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ways.  The  capital  charges  pertaining  to  the  replacement  and 
maintenance  of  investment  items  and  the  joint  expenses  can 
only  be  brought  into  relation  with  particular  rates  through  the 
general  level  of  rates.  The  specific  expenses,  however,  which 
can  be  directly  assigned  to  particular  transportation  services 
function  directly  and  immediately  in  the  determination  of 
particular  rates,  as  is  indicated  by  the  light  line  at  the  bottom 
of  the  diagram  which  connects  the  two. 

If  the  reader  has  followed  the  reasoning  in  the  chapters 
on  Principles  of  Rate  Making,  it  is  unnecessary  to  go  into 
further  detail.  Possibly,  however,  another  way  of  summing 
up  the  complicated  interaction  of  demand  and  supply  may 
serve  further  to  clarify  the  subject,  though  it  does  not  add  to 
nor  alter  in  any  way  the  foregoing  statement  of  the  case.  Ac- 
cordingly, there  is  presented  next  a  diagram  (Fig.  22)  which 
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Fig.  22. — Diagram  showing  Determination  of  Particular  Rates  and  Their 
Relation  to  the  General  Level 


serves  to  focus  attention  upon  the  problem  of  determining 
particular  rates — the  problem  which  arises  most  frequently  in 
practice. 

In  this  diagram  we  see  expressed  the  idea  that  particular 
rates  are  determined  between  the  level  of  composite  demand 


and  the  general  rate  level. 


The  former  sets  a  broad  general 
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maximum ;  the  latter,  an  equally  broad  and  general  minimum. 
Between  the  two  lies  the  scale  of  particular  class  and  com- 
modity rates.  The  particular  rate  charged  for  each  particular 
transportation  service  is  immediately  determined  by  the  inter- 
action of  the  particular  demand  for  that  service  and  the 
specific  expense  chargeable  to  it.  This  diagram  brings  out  the 
fact  that  demand  for  railway  service  as  a  whole — the  com- 
posite demand — is  brought  to  bear  on  particular  rates  only  in 
the  shape  of  a  particular  demand  for  some  given  kind  of  trans- 
portation; while  the  only  part  of  cost  which  functions  imme- 
diately in  the  determination  of  particular  rates  is  the  expense 
specifically  assignable  to  the  particular  service  involved.  The 
total  cost  is  the  basis  upon  which  must  rest  the  general  level 
of  rates,  and  through  the  general  level  of  rates  it  serves  as  a 
general  controlling  basis  of  particular  rates. 


CHAPTER  XVI 

RAILWAY  COMPETITION 

Railways  Partial  Natural  Monopolies. — In  Chapter  XIII 
it  was  said  that  railways  are  partially  "natural  monopolies,"  but 
this  statement  must  not  be  taken  to  mean  that  there  is  no  com- 
petition among  them.  It  merely  means  that  there  is  no  contin- 
uous direct  competition  in  making  rates  and  that  such 
competition  in  rates  as  exists  is  not  effective  in  establishing 
and  maintaining  the  lowest  possible  rates  on  every  commodity. 
This  fact  is  recognized  l)y  our  legislation  which  provides,  on 
the  one  hand,  for  close  regulation  of  rates  and,  on  the  other 
hand,  authorizes  pooling  and  consolidation.  Nevertheless,  it 
might  l>e  more  accurate  to  say  that  railways  are  natural  partial 
monopolies,  for  it  will  be  shown  that  there  is  some  compe- 
tition even  in  rates,  and  much  competition  in  service. 

Agency  Rates. — It  is  often  stated  tliat  railway  rates  are 
generally  published  by  some  agent  representing  an  association 
of  carriers  and  that  this  must  mean  that  there  is  no  competi- 
tion. Even  when  published  by  an  agent  for  an  association, 
however,  the  rates,  as  published,  are  only  arrived  at  after  a 
clash  of  opinions  and  interests  among  the  several  memlDers. 
which  is  a  sort  of  competition;  and  when  published  they  are 
not  binding  on  the  members.  The  rate-making  procedure, 
under  such  circumstances,  is  not  competition  in  the  usual  sense 
of  the  term,  and  common  action  so  dulls  the  competitive  strug- 
gle that  we  can  have  no  assurance  that  the  lowest  possible 
rate  will  be  established.     It  does  not  lead  to  the  survival  of 
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the  fittest.  The  point  is  merely  that  the  clash  of  interests 
within  an  association  of  various  railways,  each  one  desiring 
the  largest  possible  volume  of  traffic,  is  generally  sufficient  to 
insure  against  the  exaction  of  the  highest  possible  rates. 

Illustration  of  Competition  in  Rates. — Within  a  single 
rate  territory,  such  as  the  Trunk  Line  Association  Territory, 
individual  action  is  sometimes  taken  either  by  a  single  road 
or  a  group.  For  instance,  in  the  fall  of  1921,  when  tlie  post- 
war readjustments  in  the  iron  and  steel  industry  were  being 
worked  out,  cuts  in  the  rates  on  iron  ore  were  made  by  in- 
dividual carriers  which  precipitated  a  general  reduction  an- 
nounced by  the  agent  of  the  Trunk  Line  Association.  The 
Chesapeake  and  Ohio,  on  SeptemlDer  22,  made  a  30%  cut  in 
the  import  rate  on  iron  ore  from  Newport  News  to  the  V'ir- 
ginia  furnaces.  The  Lehigh  Valley  followed  in  about  a  nx)nth 
with  a  cut  of  about  28%  on  ore  from  Perth  Amboy,  N.  J.,  to 
jBethlehem,  Pa.,  and  on  November  10,  the  Philadelphia  and 
Reading  reduced  its  ore  rates  from  Philadelphia  ijo  Bethlehem 
by  a  similar  amount.  Meanwhile,  the  Eastern  Trunk  Lines  as 
a  body  filed  reduced  rates  on  ex-lake  ore  in  Official  Classifica- 
tion Territory. 

In  1922,  a  group  of  roads,  comprising  the  Central  of  New 
Jersey,  Lackawanna,  Reading,  and  others,  sought  to  make  a 
reduction  in  the  rate  on  cement  from  the  Lehigh  district  to 
New  York  harbor  for  transshipment  to  New  England  points ; 
while  the  cement  interests  of  the  Hudson  district — a  rival 
cement  producing  center — protested  on  the  ground  that  the 
proposed  reduction  would  put  cement  from  the  Lehigh  dis- 
trict into  New  England  on  a  basis  too  low  relatively  to  the 
rates  from  the  Hudson  district.  The  Interstate  Commerce 
Commission  suspended  the  proposed  rate. 

But,  while  the  so-called  "differential  roads"  (which  offer 
an  inferior  service  at  less  than  the  standard  rate)  and  the  rail- 
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water  routes  have  offered  direct  competition  in  rates,  it  would 
be  hard  to  find  many  cases  of  continuous  competition  among 
the  railways  serving  two  given  points.  Such  cases  as  those 
mentioned  are  not  only  more  or  less  sporadic,  but  they  almost 
always  involve  different  points  of  origin  or  destination  and 
the  competition  among  the  railways  is  based  upon  competition 
among  the  different  producing  interests  which  they  serve.  As 
we  have  seen,  when  two  or  more  railways  operate  between  two 
given  points,  rate  competition  among  them  tends  to  become  cut- 
throat, and  hence  is  soon  ended  by  agreement. 

Three  Kinds  of  Permanent  Competition.^There  are,  how- 
ever, at  least  three  kinds  of  competition  which  have  continued 
to  exist  down  to  the  present  time  and  which  have  a  very  con- 
siderable effect  on  railway  rates :  ( i )  competition  among 
shippers,  that  is,  market  competition  or  commercial  competi- 
tion; (2)  competition  in  service;  (3)  competition  with  other 
kinds  of  carrier.  To  some  extent,  also,  railway  transporta- 
tion not  under  the  jurisdiction  of  the  Interstate  Commerce 
Commission  has  been  a  competitive  factor;  such  competitive 
transportation  existing  on  Canadian  railways  and  in  the  shape 
of  intrastate  traffic.^ 

Market  Competition. — Probably  the  chief  competitive 
factor  in  the  railway  business  is  that  which  arises  from  com- 
petition of  markets.  Let  us  be  concrete  by  giving  an  illus- 
tration. Sugar  is  refined  at  various  points  in  the  United 
States,  notably  on  the  North  Atlantic  seaboard,  in  Louisiana, 
and  on  the  Pacific  Coast.  There  are  also  important  l^eet  sugar 
refiners  in  Colorado  and  Utah.  These  sugar  refiners  all 
desire  to  market  their  product  throughout  the  Middle  West, 
of  which  territory  we  may  take  Chicago  as  the  center.  A  dif- 
ference in  price  of  one-tenth  of  a  cent  per  pound  is  sufficient 

'  See  page  347. 
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to  make  a  decisive  difference,  and  it  is  thus  apparent  that 
freight  rates  from  the  respective  producing  areas  to  Chicago 
are  vital.  The  various  raihvays  serving  the  different  pro- 
ducing territories  must  make  rates  which  will  allow  them  to 
compete  in  Chicago  if  those  railways  are  to  have  any  long- 
haul  sugar  traffic,  and  the  adjustment  of  rates  from  rival 
points  all  over  the  United  States  into  the  central  territory 
is  a  matter  of  keen  competition. 

In  1 92 1  four  large  Eastern  shippers  complained  of  the  rates 
on  sugar  to  Chicago  and  Mississippi  River  points.  This  led 
to  a  conference  of  all  traffic  officers  of  the  lines  interested  in 
sugar  rates  at  which  shippers  and  refiners  were  heard  and  the 
traffic  men  debated  the  situation,  the  great  issue  being  the 
proper  relation  between  the  rates  from  the  Atlantic  seaboard 
and  those  from  Louisiana.  The  Eastern  lines  proposed  to  cut 
their  rate  from  63  cents  to  60  cents,  which  was  the  rate  in 
force  from  New  Orleans,  but  the  Southern  lines  announced 
that  if  such  a  reduction  were  made,  they  would  meet  it  by 
cutting  their  rate  to  57  cents,  and  they  argued  that  the  pos- 
sibility of  shipping  from  the  East  by  the  rail-lake  route  justi- 
fied them  in  demanding  a  3-cent  differential  under  the  New 
York-Chicago  rate.  In  the  same  year,  the  Transcontinental 
roads  reduced  the  sugar  rate  to  Chicago  with  the  idea  of 
restoring  the  old  relation  between  the  rates  from  California 
terminals  and  the  New  Orleans  rate,  according  to  which  the 
former  had  been  25  cents  over  the  latter.  Then  the  inter- 
mountain  beet  sugar  refiners  raised  an  uproar  and  compelled 
the  Transcontinental  roads  to  extend  the  reduction  to  them.  Of 
course,  the  Eastern  and  Gulf  interests  complained  vigorously 
against  the  reduction.  This  whole  situation,  which  may  be  con- 
sidered as  permanent,  shows  how  the  carriers  are  involved  in 
the  competition  of  growers,  refiners,  and  jobbers,  and  how  rail- 
way rates  are  affected  throughout  great  areas  by  the  competi- 
tion of  markets. 
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This  is  not  direct  competition  between  the  carriers  serving 
the  same  points.  It  is  not  a  struggle  between  parallel  railways. 
It  is  group  competition.  It  is  competition  between  manufac- 
turing and  commercial  interests  in  which  the  carriers  are  in- 
volved in  a  supplementary  way  as  agents.  The  competition 
among  the  railways  is  reflected  from  that  among  shippers,  and 
the  proposal  for  the  introduction  of  lower  rates  often  takes 
the  form  of  complaints  by  shippers  against  the  rates  of  the 
carriers  which  serve  them. 

"Adjustment"  in  Rates  Caused  by  Market  Competition. — 
The  most  notable  characteristic  of  this  market  competition  is 
that  it  centers  in  the  matter  of  "rate  adjustments"  and  that 
the  railways  are  concerned  not  so  much  with  making  the 
lowest  possible  rate  as  with  securing  a  relation  between  rates 
from  different  producing  centers  or  to  different  markets 
which  will  enable  the  shippers  whom  they  may  serve  to  com- 
pete on  equal  terms.  Thus,  the  roads  serving  the  Louisiana 
refiners  would  doubtless  have  preferred  to  retain  the  6o-cent 
rate  mentioned  above,  but  they  insisted  on  having  a  rate  which 
was  3  cents  lower  than  the  rate  from  the  Atlantic  seaboard ; 
while  the  Eastern  carriers  did  not  want  to  cut  their  rate  on 
sugar  to  60  cents  but  wanted  the  Southern  roads  to  raise  their 
rates  to  the  63-cent  level. 

Market  competition  cannot  he  counted  on  to  establish  the 
lozvest  possible  rate  but  merely  to  equalise  different  markets. 
Nevertheless,  we  must  recognize  that  the  competition  of 
markets  is  a  great  and  fundamental  force  in  making  railway 
rates.  Both  the  shippers  and  the  carriers  serving  a  given 
territory  must  often  see  that  by  reducing  freight  rates  a  larger 
volume  of  traffic  can  be  moved,  and  it  must  often  be  the  case 
that  the  shippers. in  one  or  the  other  of  the  rival  producing 
centers  will  strive  to  enlarge  their  business  by  securing  reduced 
rates,   thus   bringing   about   the   same   results   as   though   the 
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carriers  which  serve  them  were  in  direct  competition  with  the 
carriers  serving  rival  producing  areas. 

Above  all,  it  is  to  be  emphasized  that  this  market  compe- 
tition keeps  alive  the  economic  test  by  asking  the  questions, 
Will  it  pay?  Can  the  railways  afford  to  grant  reductions  as 
requested  ?  This  keeps  transportation  on  a  business  basis.  It 
binds  the  manufacturer,  the  railway,  and  the  dealer  together 
in  a  cooperative  business  relation,  and  makes  different  rail- 
ways or  groups  of  railways  as  competitive  as  are  the  business 
interests  whose  products  they  transport. 

Competition  in  Service — Competition  in  service  does  not 
affect  rates  as  such,  but  when  a  railway  gives  greater  service 
at  the  same  rate,  it  is  virtually  reducing  rates,  since  it  is  giving 
the  shipper  more  for  his  money. 

The  forms  which  this  sort  of  competition  takes  have  been 
numerous.  Often  the  competition  is  most  keen  at  terminals, 
where  the  carriers  go  beyond  the  mere  operation  of  hauling 
the  freight  to  their  freight  houses  or  public  team  tracks  and 
give  many  special  privileges  to  increase  the  attractiveness  of 
their  lines.  Thus  they  seek  to  secure  the  most  conveniently 
located  spots  for  their  terminals  and  extend  those  terminals  to 
reach  remote  shippers.  They  "absorb"  switching  charges  and 
give  free  cartage  and  storage.  They  go  to  great  lengths  in 
"spotting"  cars  for  the  convenience  of  carload  shippers.  They 
sometimes  offer  free  store-door  delivery.  They  give  trap  car 
service  by  which  they  collect  cars  full  of  less-than-carload  ship- 
ments.^ The  privilege  of  offsetting  demurrage  debits  with 
credits  for  prompt  release  of  cars  under  the  so-called  average 
demurage  agreernent  ^  is  another  special  privilege  developed 
by  competition.  In  connection  with  the  transportation  of 
freight  on  the  line  haul  many  services  are  also  given,  such  as 


*  See  page  492. 

*  See  page  481/. 
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milling  and  fabrication  in  transit  and  the  privilege  of  recon- 
signment. 

One  of  the  most  notable  extensions  of  service  under  the 
urge  of  competition  has  been  the  establishment  of  merchandise 
cars  which  are  run  on  schedule  time  between  many  important 
commercial  centers,  and  the  whole  fast  freight  service  with  its 
"time"  or  "red  ball"  freight  trains  illustrates  the  same  idea. 
Then,  too,  the  carriers  have  vied  with  one  another  in  furnishing 
equipment  and  refrigerator  service.  The  development  by  the 
New  York  Central  of  the  container  car,  and  the  move  toward 
store-door  delivery  service  taken  by  the  Erie  at  New  York,  are 
special  illustrations. 

Importance  of  Service  Competition. — All  these  services 
are  expensive,  and  when  they  are  given  without  a  proportionate 
increase  in  rates,  they  are  tantamount  to  rate  reductions. 
Their  importance  is  shown  by  the  attitude  of  shippers  during 
the  period  of  government  operation,  when  some  of  the  special 
privileges  which  had  existed  under  private  operation  were  v/ith- 
drawn  or  limited.  Probably  the  chief  ground  for  widespread 
complaint  among  shippers  at  that  time  was  the  absence  of  that 
competition  in  service. 

The  fact  that  service  competition  is  closely  connected  with 
rates  is  demonstrated  by  the  increased  regulation  of  service 
by  the  government  which  has  come  of  late  years,  being  forced 
partly  as  a  result  of  the  narrower  operating  margins  shown  by 
the  carriers  and  partly  by  the  need  of  preventing  discrimina- 
tion. As  rates  declined  or  failed  to  advance  with  higher 
operating  expenses,  the  extension  of  special  privileges  became 
more  burdensome  and  was  commented  upon  by  those  who  op- 
posed the  railways'  demand  for  higher  rates,  the  point  being 
made  that  by  economizing  in  service  the  need  for  rate  ad- 
vances would  be  less.  More  and  more,  too,  the  Commission 
has  found  it  necessary  to  make  rulings  against  discrimination 
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in  service,  and  the  Transportation  Act  of  1920  greatly  in- 
creased the  Commission's  power  over  service  matters. 

Indeed,  it  is  to  be  anticipated  that  just  as  the  government 
was  forced  to  exercise  more  and  more  control  over  rates  on 
account  of  the  unsatisfactory  working  of  railway  competition, 
so  it  will  increasingly  be  drawn  into  the  regulation  of  the 
special  services  performed  by  the  carriers,  and  will  thus  come 
into  closer  touch  with  management.  In  a  word,  competition  in 
service  is  so  important  and  the  chances  for  discrimination  there- 
in so  great  that  the  Interstate  Commerce  Commission  must 
logically  regulate  the  service  for  which  rates  are  paid  if  its 
regulation  of  the  rates  themselves  is  to  be  effective. 

If  this  development  occurs,  there  is  reason  to  expect  that 
the  force  of  competition  in  service  may  be  somewhat  dimin- 
ished. But  it  would  seem  that  there  would  always  remain  con- 
siderable opportunity  for  competitive  advantage.  Just  as  dif- 
ferential lines  are  allowed  to  charge  lower  rates,  on  the  ground 
that  they  afford  inferior  service,  so  the  more  progressive  rail- 
way managements  which  initiate  specially  advantageous  services 
may  be  allowed  to  profit  by  the  increased  traffic  which  such  a 
service  brings  them.  After  all,  it  is  one  thing  to  compel 
uniform  and  non-discriminatory  rates,  and  another  thing  to 
think  of  compelling  equal  efficiency  in  the  management  of  all 
railways. 

Competition  with  Other  Transportation  Agencies. — The 
third  kind  of  competition  which  has  real  importance  as  affect- 
ing railway  rates  is  that  which  takes  place  among  railways  and 
other  transportation  agencies,  such  as  water  lines  and  motor 
trucks.  A  volume  might  be  written  about  the  recent  growth 
of  competition  between  motor  trucks  and  railways  for  short- 
haul  traffic.  Suffice  it  to  say,  that  the  opinion  seems  to  be 
justified  that  the  motor  truck  furnishes  an  important  agency 
for  short-haul  business,  especially  in  the  neighborhood  of  large 
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shipping  centers,  and  that  it  will  hold  its  place  as  an  adjunct  to 
the  railway  for  hauls  up  to  some  such  distance  as  50  miles. 
In  doing  so,  it  will  help  to  relieve  congestion  at  terminals, 
although  it  brings  new  problems  in  the  construction  of  high- 
ways and  the  control  of  traffic  thereon. 

The  most  important  kind  of  competition  under  the  head  of 
other  transportation  agencies  is  that  afforded  by  water  routes. 
It  is  only  necessary  to  think  for  a  moment  of  the  profound 
effect  of  the  Panama  Canal  on  transcontinental  rates  to  sub- 
stantiate this  statement.  As  this  page  is  being  written  (Aug- 
ust, 19-3)  several  applications  lie  before  the  Interstate  Com- 
merce Commission  for  reduction  in  transcontinental  rates.  The 
Transcontinental  Freight  Bureau  asks  for  a  reduction  from  the 
Detroit-Pittsburg  district  to  the  Pacific  Coast,  and  the  Southern 
Pacific  is  requesting  a  reduction  from  New  York  piers  to 
California  points,  also  from  the  Gulf  of  Mexico  to  the  west 
coast.  Other  applications  concern  the  Chicago-California  rates. 
The  point  is  that  this  situation  arises  from  the  competition  of 
the  Panama  Canal,  which  has  steadily  increased  and  which  has 
forced  the  railways  to  ask  for  the  privilege  of  making  specially 
low  rates  to  the  Pacific  Coast  to  meet  the  low  rates  in  effect  by 
water  carriers."* 

Summary. — To  sum  up,  we  may  say  that  while  railway 
competition  is  peculiarly  limited  by  the  economic  character- 
istics of  the  railway  business,  as  pointed  out  on  pages  178,  199, 
there  are  still  important  elements  of  competition  which  affect 
transportation  and  that  these  elements  of  competition,  if  rightly 
understood,  may  be  preserved  to  the  advantage  of  shippers  and 
society  in  general.  Happily,  the  old  idea  that  railways  should 
be  forced  to  compete  in  rates,  just  as  two  grocery  stores  or  two 
sugar  refineries  compete,  has  been  abandoned  by  all  informed 
persons,  as  is  apparent  from  the  permission  of  pooling  and  con- 

*  See   page    393/. 
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solidation  which  now  appears  on  our  statute  books.  Great 
care  and  wisdom  will  be  needed  to  strike  a  balance  between  the 
railways  on  the  one  hand  and  transportation  by  water  and  truck 
on  the  other,  in  order  that  each  agency  can  compete  for  traffic 
on  the  basis  of  its  economic  merits.  Wisdom  and  restraint  will 
be  required  in  regulating  competition  in  service,  on  the  one 
hand  to  prevent  discrimination,  and  on  the  other  hand  to  pre- 
serve initiative.  The  competition  among  producers  in  different 
sections — market  competition — which  depends  upon  railway 
transportation  is  to  be  encouraged ;  but  only  to  the  extent  that, 
on  the  one  hand,  the  carriers  are  not  forced  to  make  unreason- 
able rates,  and  that,  on  the  other  hand,  producing  and  dis- 
tributing centers  which  have  no  economic  right  to  survive  are 
not  allowed  to  compete  on  an  uneconomic  and  wasteful  basis. 
Since  rates  and  service  are  subject  to  regulation,  the  wastes 
of  competition  should  be  avoided. 


Part  IV— Railway  Rates  in  Practice 


CHAPTER  XVII 

FREIGHT  CLASSIFICATION  AND  COMMODITY 

RATES 

Classification 

General  Nature  and  Importance  of  Classification. — In  the 

making  of  rates  on  particular  commodities,  classification  is  one 
of  the  most  important  steps.  Indeed,  the  Interstate  Commerce 
Commission  has  said  that  the  first  step  toward  the  imposition 
of  rates  for  the  transportation  of  merchandise  is  a  classification 
of  the  articles  oflfered  for  carriage.  Thousands  of  different 
commodities  must  be  hauled  by  railways,  and  these  commodi- 
ties dififer  widely  both  in  the  cost  which  their  transportation 
involves  and  in  their  ability  to  pay  freight.  Altogether,  the 
differences  are  so  numerous  as  to  make  the  naming  of  uniform 
rates  impossible,  while  to  name  a  different  rate  for  each  com- 
modity would  be  thoroughly  impracticable.  Accordingly,  com- 
modities are  grouped  by  the  railways  into  a  workable  number  of 
classes,  and  rates  are  named  by  classes  rather  than  by  individ- 
ual commodities. 

A  freight  classification  is  a  list  and  description  of  com- 
modities moving  as  freight  which  assigns  those  commodities  to 
classes,  called  "ratings,"  for  the  purpose  of  simplifying  the 
making  of  rates.  In  addition,  it  is  customary  for  freight  classi- 
fications to  prescribe  the  packing  requirements  and  to  lay  down 
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rules  and  regulations  governing  the  transportation  of  freight. 
A  classification  contains  a  list  of  commodities,  a  description  of 
various  forms  in  which  each  commodity  is  accepted  for  ship- 
ment, a  statement  of  the  class  or  classes  to  which  each  com- 
modity is  assigned,  the  carload  minimum  weight,  and  various 
rules  and  regulations  governing  packing  requirements,  the 
responsibility  of  the  carriers  for  damages,  the  shipment  of 
mixed  carloads,  etc. 

The  accompanying  page  (Fig.  2t^)  from  the  Consolidated 
Classification  illustrates  the  way  in  which  classes  are  treated. 

Classification  vs.  Tariff. — Railway  "tariffs"  state  the  rate 
per  hundred  pounds  which  any  class  of  goods  must  pay 
for  transportation  between  any  two  points.  The  tariff  is  the 
document  which  actually  iiames  the  rate.  The  classification 
gives  the  "rating"  for  all  commodities  which  are  in  the  classi- 
fied list.  It  is  the  basis  for  the  application  of  the  tariff. 
It  serves  to  apportion  railway  charges  among  the  various 
groups  of  commodities,  reducing  the  thousands  of  individual 
items  to  from  lo  to  15  "classes." 

To  look  up  a  rate  on  a  particular  commodity  which  one 
desires  to  ship  from  A  to  B,  one  must  first  learn  what  classi- 
fication governs  the  shipment — for  there  are  several  classifica- 
tions— and  then  ascertain  into  what  class  the  given  commodity 
falls.  Then  one  can  look  up  the  exact  rate  in  the  appropriate 
tariff,  where  there  will  be  listed  the  charge  for  hauling  goods  of 
the  given  class  from  A  to  B  or  other  points. 

It  is  obvious  that  rate  changes  may  be  effected  either  in  the 
tariff  or  in  the  classification  rating.  It  will  generally  be  found 
that  to  advance  a  commodity  one  class,  is  equivalent  to  increas- 
ing the  rate  by  from  15%  to  25%.  This  method  of  changing 
rates  has  often  been  used  in  the  past,  and  the  new  Consolidated 
Classification,  which  was  adopted  in  1920,  operated  to  increase 
rates.     A  classical  instance  in  which  rates  were  affected  by 
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CONSOLIDATED  rEEIOHT  CLASSIFICATION  NUMBER  3 
PubUshlng  the  Ratings.  Rulea  and  Regulatlona  of  the  Official.  Southern  and  WeaUm  Cl»8»lfle>tlon» 


Otfic-  South  West 


WOODENWAKE— Continued  • 
Bowls: 
In  barrels,  boxes,  crates  or  racks, 

L.  C.  L 

In  packages  named,  C.  L.,  min 
wt.  24,000  lbs.,  subject  to  Rule34. 

Chum  Dftshers : 

In  boxes  or  crates,  L.  C.  L 

In  packages  named,  C.  L.,  min. 
wt.  24,000  lbs.,  subject  to  Eule  34 . 

Clothes  Pins: 
In  bags,  barrels,  boxes  or  crates, 

L.C.  L._.^ 

In  packages  named,  C.  L.,  min 

wt.  30,000  lbs.-,  subject  to  Rule34 

Dishes  or  Plates : 

In  barrels,  boxes  or  crates,  L.C.L 

In  packages  named,  C.  L.,  min 

wt .  24 ,000  lbs. ,  subj  ect  to  Rule  34 

Firkins: 
Not  nested,  loose  or  in  packages, 

L.C.L 

Nested,  see  Note,  in  bundles  or 

crates,  L.  C.  L . 

Loose  or  in  packages,  C  L.,  min 

wt.  16,000  lbs. .  subject  to  Rule  34 
Rota — Rule  21  will  govern,  except  thi 

Korde  "One-liaU  {))  of  lie  heinhf 

maybeBubgtitutedfor  "Oue-tbirdd 

U  it*  beigbt." 

Kits. 
Loose  or  in  packages,  L.  !C.  L. . . 
Loose  or  in  packages,  C.  L.,  min 
wt.  12,000  Ibe.,  subject  to  Rule  34 

Measures : 
Not  nested,  in  boxes  or  crates 

L.  C.  L 

Nested,  in  boxes  or  crates,  L.C.L 
Lodso  or  in  packages,  C.  L.,  min 

wt.  12,000  lbs.,  subject  to  Rule  34 


Palls  (Buckets): 
Not  nested : 
Loose  or  in  packages,  L.  C.  L 
Loose  or  in  packages,  C.  L., 
min.  wt.  12,000  lbs.,  subject 

to  Rule  34,  see  Note  1 

Nested,  see  Note  2: 
In  bundles  or  crates,  L.  C.  L.  . 
Loose  or  in   packages,   C.   L, 
min.  wt.  18,000  lbs.,  subject 

to  Rule  34,  see  Note  1 

Not  nested  and  nested,  loose  or 
in  packages,  C.  L.,  min.  wt. 
18,000  lbs.,  subject  to  Rule  34, 
see  Note  1 

12  Kot«  1— Ratings  will   include  not  to 

exceed  one  cover  for  each  pail. 

13  Mcu  »— Rule  21  will  govern,  except  the 
words  "one-half  (4)  of  ita  height" 
may  be  aubetituted  for  "one-tnird 
(J)  of  its  height." 


R25 


WOODENW  ARE— Continued : 
Tubs,  Butter,  Fish  or  Lard: 

Not  nested,  loose  or  in  packages 
L.  C.  L-. 

Nested,  see  Note,  in  bundles  or 
crates,  L.  C.  L .  .  .  . 

Loose  or  in  packages,  0.  L.,  min 
wt.  16,000  lbs. ,  subjectto  Rule  34 

Not»— Rule  21  will  govern,  except  tht 
words  "One-half  ([)  of  its  height' 
may  be  substituted  for  "One-third(J 
of  its  heiRht." 

Bowls;  Chum  Dashers;  Clothes 
Pins;  Dishes;  Plates;  Firkins; 
Kits ;  Measures ;  Toothpicks ; 
Pails  (Buckets),  without  covers 
or  with  not  to  exceed  one  cover 
with  each  pail;  Butter  Tubs 
Fish  Tubs  or  Lard  Tubs,  loose 
or  in  packages  as  provided  for 
straight  carload  shipments,  mixed 
C.  L.,  min.  wt.  15,000  lbs.,  subject 

to  Rule  34.  . 

Woods,  Turned,  N.O.I  B.N. : 

In  bags  or  bundles,  L.  C.  L 

In  barrels  with  cloth  tops,  L.  C.  L. 

In  boxes,  L.  C.  L 

In  packages  named,  C.  L.,  min.  wt 
30,000  lbs.... 

WOOL: 
Iron  or  steel: 

In  bales  or  boxes,  L.  C.  L 

In  packages  named,  C.  L.,  min. 
wt.    20,000    lbs.,    subject    tc 

Rule  34 

Mineral  (Rock  or  Slag  Wool) : 

In  bags,  barrels  or  twxes,  L.  C.  L 

In  packages  named,  C.  L.,  min.  wt 

20,000  lbs.,  subject  to  Rule  34 .  . 

Wool,  NO  I  B.N,  including 

Alpaca  Hair,  Camel's  Hair  or 

Wool  or  Mohair  (.Angora  Goat 

Hair): 

In   the   grease,    unwashed   or 

washed,  not  scoured: 

In  bags  or  in  bales  not  machine 

pressed,  L.  C.  L 

In  machine  pressed  bales,L.C.L 

Ili  packages  named,  C.  L.,  min 

wt.   16,000  lbs.,  subject  to 

Rule  34 

In  packages  named,  0.  L.,  min 
wt.   24,000  lbs.,  subject   to 

Rule  34 

Scoured: 
In  bags  or  in  bales  not  machine 

pressed,  L.  C.  L 

In  machine  pressed  bales,  L.C.L 

In  packages  named,  C.  L.,  min. 

wt.    10,000   lbs.,   subject   to 

Rule  34 

(Ratings  published  in  corapl 
with  order  of  Interstate  Commerce 
Commission  in  Case  11424,  Novem' 
bcr3.  1921.) 


Fig.  23. — Sample  Page  from  Consolidated  Freight  Classification 
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change  in  classification  came  before  the  Commission  in  1920. 
Prior  to  1916  cotton  piece  goods  from  the  North  Atlantic  ports, 
moved  co  St.  Louis  and  Memphis  under  the  Official  Classifica- 
tion, which  rated  them  at  15%  less  than  2nd  class.  On  January 
I,  1916,  however,  the  rates  to  Memphis  were  made  subject  to 
Southern  Classification,  under  which  cotton  piece  goods  were 
rated  4th  class.  This  change  reduced  the  rate  from  Boston  to 
Memphis  from  72  cents  per  hundred  pounds  to  50  cents,  while 
the  rate  to  St.  Louis  remained  67.9  cents. 

Bases  of  Classification. — In  general,  it  may  be  said  that 
the  same  factors  which  determine  particular  freight  rates  also 
are  the  bases  of  classification.  The  immediate  and  practically 
important  factors  in  classification  come  under  one  or  the 
other  of  the  following  heads:  cost,  value  of  commodity,  com- 
petition. This  is  apj)arent  from  the  list  of  points  which  must 
be  covered  in  an  application  for  change  of  classification,  which 
list  brings  out  so  clearly  the  detailed  factors  which  are  con- 
sidered by  the  traffic  department  of  a  railway  that  it  deserves 
careful  attention. 

List  of  Data  Used  by  Railways  in  Classifying  Freight 

1.  The  uses  to  which  the  commodity  is  put. 

2.  The  material  of  which  the  commodity  is  made. 

3.  The  way  in  which  the  commodity  is  packed. 

4.  Carload   or   less-than-carload   shipment. 

5.  Dimensions  and  weight  of  the  article  or  package. 

6.  Weight  per  cubic  foot. 

7.  Value,  and  especially  value  per  cubic   foot. 

8.  Weight  that  can  be  loaded  in  a  standard  car. 

9.  If  shipped  in  carloads,  the  number  of  carloads  per  annum. 

10.  If  shipped  in  mixed  carloads,  the  articles  with  which  mixed. 

11.  Where  produced. 

Each  one  of  these  points  has  distinct  importance.  The  first 
point  advises  the.  railway  whether  the  article  is  raw  material  or 
a  finished  product  and  throws  light  on  its  value  and  ability  to 
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pay.  In  a  certain  classification  case,^  the  rating  of  a  certain 
make  of  scales  hung  upon  the  question  as  to  whether  these 
scales  were  used  for  ordinary  commercial  weighing  or  for 
laboratory  purposes.  Scales  suitable  for  laboratory  use  were 
rated  double  ist  class,  while  those  used  for  commercial  weigh- 
ing were  only  rated  2nd  class.  In  this  case  the  use  is  merely  an 
index  of  the  value  per  cubic  foot  of  the  shipments. 

The  material  of  which  a  thing  is  made  will  indicate  the 
risk  of  breakage  or  the  need  of  protective  service,  to  say  noth- 
ing of  the  light  it  throws  on  the  bulk  and  value  of  the  product. 

So  it  goes  down  the  whole  list;  each  item  will,  after  a 
moment's  consideration,  appear  to  have  a  direct  bearing  on  the 
rate. 

Importance  of  Weight  per  Cubic  Foot. — Especially  impor- 
tant, however,  is  the  value  per  cubic  foot.  This  factor  was 
mentioned  in  the  foregoing  scale  case,  and  receives  as  much 
attention  in  classification  matters  as  any  other  one  factor.  For 
example,  one  case  involved  the  classification  of  cast  steel  vehicle 
wheels,  the  rating  on  which  was  higher  than  that  applicable  to 
wooden  motor  truck  wheels ;  but  the  Commission  decided  that 
the  difference  was  reasonable,  chiefly  because  the  average  value 
per  cubic  foot  of  the  cast  steel  wheels  was  greater  than  that  of 
the  wooden  wheels,  while  the  weight  per  cubic  foot  was  less.- 
The  importance  of  "specific  value"  in  making  rates  has  been 
discussed  in  the  chapters  on  Principles  of  Rate  Making 
(pages  213-215). 

With  regard  to  the  statement  concerning  the  pomt  where 
the  commodity  is  produced,  the  carriers  are  probably  interested 
for  the  reason  that  this  information  tells  them  something  as  to 
the  amount  of  competition  that  will  apply,  and  the  probable 
average  length  of  haul. 

'  I.C.C.    No.    10685,    decided   September   29.    ^O'o. 
»I.C.C.    No.    10538,    decided    September    17,    1920- 
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Illustration  of  Classification  Problem. — A  recent  classifica- 
tion case  may  be  examined  somewhat  in  detail  for  the  purpose 
of  illustrating  the  various  points  that  are  given  practical  con- 
sideration. The  Leigh  Banana  Case  Company  complained  to 
the  Interstate  Commerce  Commission  concerning  the  classifi- 
cation of  its  product,  asking  a  lower  rating  in  Southern  terri- 
tory. It  also  requested  the  same  classification  for  bananas 
shipped  in  its  containers  as  that  given  to  bananas  shipped  in 
other  containers. 

It  appears  that  at  first  there  had  been  no  special  rating  on 
banana  carriers,  but  that  this  product  took  the  same  rating  as 
crates,  which  was  6th  class  with  a  carload  minimum  of  15,000 
pounds.  Then  the  railways  raised  the  rating  on  banana  carriers 
to  3rd  class  but  made  the  more  liberal  carload  weight  require- 
ment of  10,000  pounds.  Upon  complaint  the  Inspection 
Bureau  of  the  carriers  put  banana  cases  down  into  Class  A, 
which  is  lower  than  the  numl3ered  classes,  restoring,  however, 
the  15,000  pounds  minimum  carload  weight.  Next  the  South- 
ern Classification  Committee  acted  on  the  matter,  ruling  that 
banana  carriers  should  be  rated  3rd  class.  Complaint  was  made 
of  this  ruling,  and  the  Interstate  Commerce  Commission  re- 
duced the  rating  again  to  6th  class,  this  time  putting  in  a  12,- 
000-pound  minimum  carload.  Later  the  Commission  raised  the 
rating  to  5th  class,  with  a  10,000-pound  minimum;  and  finally 
in  preparing  a  revision  of  the  classification,  the  Southern 
representatives  raised  banana  carriers  to  3rd  class,  which  was 
the  rating  that  applied  in  the  territory  north  of  the  Ohio  River. 
It  was  at  this  juncture  that  the  company  complained  to  the 
Commission  asking  that  its  product  l3e  reduced  to  5th  class. 

The  Commission  denied  the  company's  application,  and  its 
reasoning  well  illustrates  the  factors  that  govern  such  cases. 
In  the  Commission's  report,  the  arguments  pro  and  con  are 
summed  up  as  follows :  On  the  one  hand,  the  complainant's 
argument  is  based  on  the  earnings  per  carload  and  per  ton-mile 
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arising  from  the  transportation  of  banana  carriers  as  compared 
with  the  earnings  on  fruit  and  vegetable  hampers,  which  were 
rated  Class  A.  The  company  claimed  that  the  earnings  at  3rd 
class  were  much  greater  than  the  earnings  on  the  other  hampers, 
and  insisted  that  their  product  should  have  a  rating  which 
would  give  earnings  similar  to  those  secured  from  fruit  and 
vegetable  crates. 

On  the  other  hand,  the  defendant  carriers  argued  that  the 
Class  A  rating  on  fruit  and  vegetable  hampers  was  a  specially- 
low  rating  made  to  encourage  the  movement  of  agricultural 
products,  and  that  it  could  not  serve  as  a  precedent.  Again, 
they  compared  banana  hampers  with  other  similar  products, 
such  as  berry  baskets,  veneer  bushel  baskets,  and  cheese  boxes, 
all  of  which  moved  under  2nd  or  3rd  class  ratings,  with  mini- 
mum carload  weights  of  from  10.000  to  12.000  pounds. 
Finally,  they  reasoned  that  the  weight  per  cubic  foot  of  the 
banana  hami:)er,  which  was  5  pounds,  indicated  a  class  higher 
than  that  asked  for  by  the  company.  Banana  hampers  only 
average  from  3.4  to  3.8  pounds  per  cubic  foot,  while  articles 
which  moved  under  Class  A  rating  averaged  from  4.8  to  14.3 
pounds  per  cubic  foot. 

Factors  Considered  by  the  Commission. — The  Commission 
upheld  the  contention  of  the  carriers  and  summed  up  the  argu- 
ments which  had  convinced  it  as  follows.  First,  various  factors 
afifecting  cost  indicated  the  higher  classification.  In  the  case  of 
banana  hampers  the  average  weight  of  the  article  was  greater 
and  the  average  weight  f^cr  cubic  foot  was  less  than  that  of 
fruit  and  vegetable  hampers.  The  number  that  could  be 
packed  in  a  standard  box  car  was  only  1,950  as  compared  with 
4,500  ordinary  hampers,  and  the  weight  of  the  load  was  only 
9.750  pounds  as  against  13.500  pounds.  Again,  it  was  decided 
that  although  banana  hampers  resemble  fruit  and  vegetable 
hampers,  "the  circumstances  and  conditions  surrounding  the 
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transportation  of  the  two  commodities"  must  be  considered, 
and  such  a  consideration  showed  that  the  lack  of  competition 
in  the  shipment  of  the  banana  hampers  made  a  lower  rating 
unnecessary.  Also  the  low  minimum  weight  of  10,000  pounds 
per  carload  was  a  consideration  which  favored  the  complaining 
shipper  of  banana  hampers. 

The  company  also  asked  that  less-than-carload  shipments 
of  bananas  in  its  carriers  should  be  reduced  from  13^  times 
1st  class  to  1st  class.  This  request  the  Commission  also  denied 
on  the  ground  that  the  company's  carrier  was  covered  with  a 
paper  or  cloth  top,  while  the  regular  carriers  had  wooden  tops. 
This  difference  affected  the  railway's  cost  in  four  ways :  more 
care  was  required  in  handling,  the  risk  of  damage  was  greater, 
theft  was  made  easier,  and  heavy  loading  was  less  possible  on 
account  of  the  impracticability  of  putting  the  hampers  into  the 
cars  in  tiers  or  loading  other  freight  on  top  of  them. 

Thus  this  case  brings  out  clearly  a  number  of  important 
considerations  affecting  classification,  particularly  on  the  cost 
side,  and  shows  how  closely  classification  is  related  to  the 
minimum  carload  weight  set  by  the  carriers.  The  way  in 
which  competition  affects  classification  is  also  indicated.  The 
history  of  the  case  is  an  interesting  illustration  of  how  classi- 
fication ratings  can  be  shifted  and  by  their  fluctuations  affect 
competitive  conditions. 

The  Value  Factor. — While  cost  appears  to  have  been  the 
chief  factor  in  the  foregoing  case  the  value  of  the  product  was 
also  considered ;  and  it  is  probable  that  on  the  whole,  the  value 
of  the  article  or  the  value  per  cubic  foot  has  generally  been 
the  chief  factor  in  classification.  For  example,  the  commodi- 
ties which  are  rated  ist  class  or  higher,  are  dry  goods,  shoes, 
aeroplanes,  etc.,  while  the  low-class  articles  include  cement, 
leather,  pig  iron,  etc.  The  wide  difference  in  the  classes  as- 
signed to  these  groups  of  commodities  is  chiefly  due  to  the 
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difference  in  their  specific  value,  which  finds  expression  in  the 
differences  in  their  abihty  to  pay. 

The  Cost  Factor. — But  almost  equally  important  is  the  cost 
of  transportation  as  it  is  affected  by  the  way  commodities  are 
packed  and  the  quantities  in  which  they  are  shipped.  This 
is  well  illustrated  by  the  item,  reclining  chairs.  Reclining 
chairs  "set  up"  are  rated  double  ist  class  in  all  sections  of 
the  country;  reclining  chairs,  with  backs  detached,  are  rated 
1st  class  in  all  sections;  reclining  chairs,  "K.D."  (that  is, 
"knocked  down,"  or  taken  apart)  are  rated  ist  class  in  two 
sections  and  2nd  class  in  another. 

These  ratings  are  all  on  a  less-than-carload  basis.  The 
way  in  which  the  quantity  shipped  affects  the  classification  is 
illustrated  by  the  ratings  on  wool.  Wool,  in  bags  or  bales, 
shipped  in  carload  lots,  ranges  from  2nd  to  4th  class  in  the 
different  sections  of  the  country,  while,  with  the  same  packing, 
wool  shipped  in  less-than-carload  lots  ranges  from  ist  to  2nd 
class. 

Necessity  for  Different  Classifications — The  preceding  ref- 
erence to  different  ratings  given  in  different  sections  of  the 
country  suggests  the  fact  that  the  same  item  is  differently 
regarded  under  different  circumstances.  It  is  a  fact  that  not 
only  do  commodities  differ  in  value  and  in  cost  of  transporta- 
tion, but  these  differences  vary  widely  in  different  sections 
of  the  country.  A  commodity  may  be  the  chief  product  of 
one  section  and  move  in  large  volume  over  the  carriers  which 
serve  that  section,  while  in  another  part  of  the  country  it  may 
be  of  minor  importance.  Here  it  may  be  the  chief  item  of 
traffic,  and  there  merely  a  means  of  enabling  the  railways  to 
overcome  an  empty  back  haul. 

Cotton,  being  a  sectional  product,  well  illustrates  the  point. 
This  commodity,  in  compressed  bales,  is  rated  4th  class  in  the 
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territory  north  of  the  Ohio  River  and  east  of  the  Mississippi ; 
1st  class  in  the  South;  and  2nd  class  in  the  West.  Apparently, 
the  reasons  for  these  differences  are  that  in  the  Northeast  the 
cotton  is  a  raw  material  which  the  railways  are  willing  to 
give  a  low  rating  in  order  to  help  the  manufacturers,  while 
in  the  South  it  is  a  relatively  important  item  of  traffic  upon 
which  the  carriers  must  largely  depend  for  revenue.  In  the 
West  it  has  neither  one  of  these  interests,  and  accordingly 
the  rating  falls  between  those  in  the  other  two  sections. 
Cotton  piece  goods  also  illustrate  the  difference  in  classifica- 
tion. In  the  South,  in  order  to  encourage  the  growing  man- 
ufactures by  enabling  them  to  reach  the  market,  cotton  piece 
goods  are  only  rated  4th  class ;  while  in  the  West,  where 
there  are  no  mills,  this  product  is  regarded  as  "dry  goods" 
and  is  rated  ist  class.  In  the  Northeast,  cotton  piece  goods 
fall  between  2nd  and  3rd  class. 

The  Classification  Territories. — Accordingly,  we  find  a 
number  of  different  classifications  in  existence  which  have 
arisen  out  of  the  varying  needs  and  industrial  conditions  in 
different  parts  of  the  country.  There  are  three  great  classi- 
fication territories  within  which  lie  numerous  state  classifica- 
tions. Also,  many  exceptions  are  made  in  what  are  called 
"exception  sheets."  These  sheets  are  issued  by  individual 
carriers  or  groups  of  carriers,  to  meet  the  differences  in  traffic 
conditions  which  affect  particular  commodities  within  a  classi- 
fication territory  and  remove  such  commodities  from  the  ap- 
plication of  the  general  classification  rules  otherwise  applying 
throughout  the  territory. 

The  three  great  classification  territories  are  the  Official, 
the  Southern,  and  the  Western.  (See  Fig.  27,  page  329.) 
"Official  Classification  Territory"  includes  all  of  the  region 
lying  north  of  the  Ohio  River  and  of  a  line  from  Norfolk 
west  across  Virginia,  and  east  of  the  Mississippi  River  and 
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Lake  Michigan.  It  thus  excludes  Wisconsin,  Minnesota, 
northern  Michican,  and  a  portion  of  northwestern  Illinois  lying 
west  of  a  line  from  east  St.  Louis  to  Chicago.  The  "Official 
Classification  Committee,"  with  headquarters  in  New  York,  is 
the  body  which  makes  the  ratings  in  this  territory,  but  it  is  to 
be  noted  that  this  Committee  has  recommendatory  powers  only, 
and  its  action  must  be  approved  by  the  member  carriers. 

Southern  Classification  Territory  lies  south  of  the  Ohio 
River  and  the  Virginia  Cities  and  east  of  the  Mississippi.  The 
Southern  Classification  Committee,  with  headquarters  in 
Atlanta,  makes  the  ratings  in  this  territory.  This  Committee 
also  submits  its  recommendations  to  member  lines  for  approval 
or  disapproval. 

The  Western  Classification  Territory  includes  all  of  the 
country  west  of  the  Mississippi  River,  together  with  northern 
Michigan,  Wisconsin,  northwestern  Illinois,  and  Minnesota. 
In  this  territory  the  Western  Classification  Committee,  with 
headquarters  in  Chicago,  handles  classification  matters  and  is 
empowered  to  act  for  member  carriers. 

Classification  of  Inter-Territorial  Shipments The  natural 

question  which  arises  in  one's  mind  is  what  classification  ap- 
plies when  a  shipment  moves  from  one  territory  into  another? 
Naturally,  a  shipment  which  originates  and  terminates  within 
a  single  territory,  is  governed  by  the  ratings  of  that  territory; 
but  when  it  passes  out  of  one  territory  into  another,  there  is 
no  general  rule  by  which  one  can  know  the  governing  classi- 
fication. The  matter  is  determined  when  the  rate  is  estab- 
lished, and  can  only  l)e  ascertained  by  consulting  the  tariff 
in  each  case.  The  governing  classification  may  be  that  which 
applies  in  the  territory  in  which  the  shipment  originates,  or  it 
may  be  that  of  the  destination  territory.  For  example,  a 
shipment  from  Rochester,  N.  Y.,  to  Atlanta,  Ga.,  will  be 
governed  by  the   Southern  Classification;  and  one   from   the 
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same  point  to  Dallas,  Tex.,  by  the  Western  Classification ;  while 
shipments  from  southeastern  points  to  Trunk  Line  territory- 
will  move  under  the  Southern  Classification.  On  shipments 
from  New  York  to  Memphis  and  New  Orleans  the  Official 
Classification  will  apply. 

Of  course,  this  problem  arises  almost  entirely  v.ith  refer- 
ence to  "joint  through  rates,"  which  are  quoted  as  a  unit  and 
therefore  can  hardly  be  subject  to  more  than  one  classification. 
In  the  case  of  "combination  rates,"  which  are  made  up  by 
taking  the  sum  of  the  local  rates,  the  separate  factors  are 
generally  governed  by  the  respective  classifications  in  force 
within  the  territory  through  which  the  shipment  moves. 


Analysis  of  the  Chief  Classification — i.  Official  Classifica- 
tion.— The  Official  Classification  appears  to  contain  only  6 
numbered  classes,  but  in  reality  there  are  8  main  classes,  for 
there  are  other  classes,  one  of  which  is  known  as  "Rule  25"  and 
another  as  "Rule  26."  The  former  means  a  rating  of  15% 
under  2nd  class  but  not  less  than  3rd  class,  and  the  latter  a 
rating  of  20%  under  3rd  class  but  not  less  than  4th.  In 
addition,  several  "elite"  classes  may  be  distinguished,  these 
being  multiples  of  ist  class.  Thus  some  goods  may  be  rated 
1/4  times  1st  class,  others  double  ist  class,  and  still  others 
4  times  1st  class.  When  all  is  said,  therefore,  it  seems  that 
there  are  in  reality  a  total  of  14  classes  distinguished  by  the 
Official  Classification. 

Moreover,  the  spread  between  the  classes  is  not  uniform 
throughout  Official  Classification  Territory-,  the  ratio  of  ist 
class  to  2nd,  2nd  to  3rd,  etc.,  being  different  in  different 
sections.  One  of  the  most  important  scales  for  determining 
the  spread  between  classes  is  the  so-called  "Disque  Scale" 
which  was  first  applied  in  the  middlewestern  states  in  Central 
Freight  Association  Territory.  The  spread  between  the  several 
classes  under  the  Disque  Scale  is  shown  in  the  following  table : 
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I 

2 

R-25 

3 

R-26 

4 

5 

6 

100 

85 

72 

67 

54 

50 

35 

28 

This  may  be  compared  with  the  spread  between  classes  which 
is  used  in  the  Chicago-New  York  rate  structure : 


I 

2 

R-25 

3 

R-26 

4 

5 

6 

100 

87 

74 

67 

54 

47 

40 

33i 

In  the  Chicago-New  York  scale  the  2nd,  R-25,  5th,  and 
6tli  classes  are  relatively  higher  with  reference  to  ist  class 
than  in  the  Disque  Scale,  and  the  total  spread  between  ist 
and  6th  class  is  less. 


2.  Southern  Classification. — The  Southern  Classification  as 
it  now  exists  provides  6  numbered  classes  and  4  lettered  classes 
— 10  in  all.  A  few  of  the  various  scales  which  have  been  in 
force  under  the  Southern  Classification  will  give  some  idea 
of  what  this  statement  means. 


New  York-Atlanta 

I 

2 

3 

76 

4 

64 
60 

5 

52 

49 

6 

A 

B 

C 

D 

100 

86 

43 

35 

42 

35 

32 

Chicago-Jackson,   Miss 

100 

84 

71 

41 

35 

42 

34 

30 

100 

86 

76 

63 

52 

43 

30 

35 

27 

24 

In  this  territory  the  old  rate  structure  has  been  regarded 
as  unsatisfactory  on  account  of  new  industrial  conditions 
which  have  arisen.  As  the  Interstate  Commerce  Commission 
has  said,  "Many  of  the  present  ratings  in  the  Southern  Class- 
ification were  established  under  the  stress  of  conditions  that 
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do  not  obtain  now  in  a  measure  that  they  once  did.  In  many 
cases  the  Southern  Hnes  are  hauHng  L.C.L.  traffic  at  what 
may  reasonably  be  said  to  be  C.L.  ratings,  while  for  C.L. 
traffic  many  of  the  any-quantity  ratings  are  too  high."'  In 
the  South  it  has  been  common  to  make  few  carload  ratings^ 
that  is,  to  make  few  reductions  in  classification  on  account  of 
carload  shipments — but  instead  to  make  the  rating  applicable 
to  "any  quantity."  Thus,  often  no  distinction  is  made  between 
carload  and  less-than-carload  shipments,  with  the  result  that, 
under  the  Southern  Classification,  carload  shipments  receive 
higher  rates  than  in  other  territories,  while  at  the  same  time 
less-than-carload  shipments  are  often  relatively  low.  Ap- 
parently, this  situation  is  due  to  the  relatively  small  develop- 
ment of  large  manufacturing  and  distributing  businesses  which 
would  most  profit  by  relatively  low  rates  on  carload  shipments. 
This  condition  is  to  be  remembered  when  the  relatively 
low  ratings  on  many  commodities  in  the  South  are  considered. 

3.  Western  Classification. — In  the  Western  Classification 
there  are  10  classes,  composed  of  5  numbered  classes  and  5 
lettered  classes.  In  addition,  there  are  6  elite  classes,  ranging 
from  1^4  times  ist  class  up  to  4  times  ist  class.  Various 
scales  governing  the  percentage  of  spread  between  the  classes 
have  l^een  prescribed  by  the  Interstate  Commerce  Commission, 
as,  for  example,  the  following: 


Chicago-Springfielfl 

Mo 

I 

2 

3 

4 

5 

A 

B 

C 

D 

E 

100 

88 

61 

57 

4S 
40 

37 
34 
33 

43 
40 
42 

38 

27 

24 

22 

100 

82 

34 
33 

28 

23 

20 

Chicago-St.  Paul 

100 

83 

67 

42 

29 

23 

22 

Coil  solid  at  id   Classification   Case,   I.C.C.,   No.    10204,  page  7. 
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Comparison  of  Spreads  between  Classes. — A  comparison 
of  the  percentage  spread  between  classes  found  in  typical 
scales  representing  the  major  classification  territories,  will 
show  that  on  the  whole  the  relation  between  classes  is  similar 
in  the  scales  found  in  Official  Classification  Territory  and  in 
Southern  Classification  Territory,  the  chief  difference  being  in 
the  lower  classes.  The  scales  in  both  the  South  and  West 
provide  for  a  greater  spread  between  ist  class  and  the  lowest 
classes,  this  apparently  being  to  encourage- the  movement  of 
low-grade  traffic  in  those  sections.  It  is  also  notable  that  the 
Western  scales  drop  more  rapidly  from  ist  class  to  the  lower 
group  of  classes,  2nd  class  generally  being  in  the  neighbor- 
hood of  25%  lower  than  ist  class,  and  3rd,  4th,  and  5th 
classes  declining  rapidly  in  comparison  with  ist  class.  But 
beginning  with  the  lettered  classes,  the  Western  Classification 
scales  show  that  Class  A  in  those  scales  is  higher  than  5th 
class. 

State  Classifications — At  least  nine  states  have  their  own 
classifications,  such  states  all  lying  in  the  South  or  West. 
Among  them  are :  Alabama,  Florida,  Georgia,  Mississippi, 
North  Carolina,  Virginia,  Illinois,  Iowa,  and  Nebraska.  These 
classifications  were  all  designed  to  meet  local  conditions  and 
often  provide  many  low  ratings  which  are  in  reality  special 
commodity  rates  made  with  the  idea  of  favoring  local  in- 
terests, either  by  providing  low  rates  on  raw  materials  they 
require  (such  as  fertilizer),  or  by  giving  them  cheaper  trans- 
portation for  their  products  (such  as  cottonseed).  There  is 
little  or  no  justification  for  these  different  classifications  which 
are  made  to  apply  on  the  same  kind  of  traffic  under  the  same 
conditions,  except  that  in  one  case  the  shipment  is  intrastate 
and  in  the  other  interstate.  It  is  confusing,  to  say  the  least, 
and  appreciably  increases  the  expenses  of  the  railways.  The 
Consolidated  Classification  Committee  proposed  to  raise  the 
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lower  ratings  of  the  state  classifications  in  order  to  reduce 
them  to  a  smaller  number  of  classes,  but  the  Interstate  Com- 
merce Commission  has  favored  the  principle  of  commodity 
rates  as  the  best  means  of  enabling  the  states  to  make  special 
reductions;  that  is,  the  Commission  would  have  such  reduced 
rates  taken  out  of  the  classified  list  entirely  and  have  them 
made  as  special  "commodity  rates."  The  tendency  now  is  to 
have  the  states  adopt  the  Consolidated  Classification  rules  and 
items,  and  the  Illinois  classification  has  already  been  revised  in 
this  way. 

Uniformity  in  Classification — The  Consolidated  Classifica- 
tion.— In  the  early  days  of  railroading  each  railway  had  its 
own  individual  classification.  With  the  growth  of  through 
traffic,  however,  such  a  multiplicity  of  differing  classifications 
became  impossible.  With  a  given  article  rated  as  ist  class 
on  one  railway  and  the  4th  class  on  another,  with  ratings 
and  scales  subject  to  as  many  changes  as  there  were  carriers, 
it  was  obviously  difficult  for  the  shipper  or  purchaser  to  know 
what  his  rate  would  be  or  what  advantage  his  competitor 
might  be  receiving.  Back  in  1883,  in  the  ll'abasJi  case,  it 
was  said : 

A  shipper  desiring  to  determine  freight  rates  over  that 
road  would  be  compelled  to  consult  a  classification  for  the 
Middle  and  Western  States  in  6  classes;  one  for  the  Southern 
Railway  and  Steamship  Association  Territory  in  18  classes; 
one  for  the  Mississippi  Valley  business  in  5  classes;  one 
known  as  the  revised  Western  in  9  classes;  the  Trunk  Line 
east  in  13  classes,  and  the  Trunk  Line  west  in  5  classes;  a 
classification  for  Texas  points  in  8  classes  and  two  for  the 
Pacific  Coast,  according  to  direction,  in  8  and  9  classes 
respectively. 

This  difficulty  increased  as  the  volume  of  long-distance, 
through  traffic  grew,  while  at  the  same  time  the  growth  of  rail- 
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way  systems  encouraged  greater  uniformity.  About  1890, 
therefore,  the  three  great  classification  territories  began  to  take 
their  present  form. 

Recently — in  19 19 — the  Consolidated  Classification  has 
marked  a  further  step  in  the  direction  of  uniformity.  It  gives 
uniformity  in  rules  and  regulations,  in  commodity  descrip- 
tions, and  also,  to  a  great  extent,  in  the  important  minimum 
carload  provisions.  To  some  extent,  even,  it  marks  progress 
towards  greater  uniformity  in  the  ratings  themselves,  but  in  a 
majority  of  cases  the  old  differences  between  the  Official,  South- 
ern, and  Western  Classifications  remain  as  before.  The  Con- 
solidated Classification  merely  combines  in  one  volume  the  three 
main  classifications,  and  shows  the  ratings  for  the  three  in 
parallel  columns  (see  Fig.  23.  page  269),  while  the  classifi- 
cation for  each  of  the  territories  is  filed  by  a  separate  agent 
with  the  Interstate  Commerce  Commission.  Incidentally,  the 
Consolidated  Classification  has  added  many  new  items  to 
those  previously  classified,  some  of  which  represent  new  articles 
of  commerce  while  others  are  the  result  of  making  specific 
provision  for  articles  which  formerly  were  covered  only  by 
some  indefinite  general  provision,  or  by  analog>^ 

The  Interstate  Commerce  Commission  approved  the  Con- 
solidated Classification,  except  that  it  suggested  certain  changes 
in  the  ratings. 

As  already  observed,  the  general  effect  of  the  Consolidated 
Classification  was  to  increase  rates — especially  in  Official  and 
Southern  Territories — by  raising  somewhat  the  ratings  in  the 
lower  classes,  although  this  effect  is  incidental,  the  main  pur- 
pose l)eing  to  secure  greater  uniformity.  In  the  South  many 
articles  had  been  rated  much  lower  *  than  they  were  in  Official 
and  Western  Territories,  and  naturally  a  move  in  the  direction 


«In   view   of   the  higher   rates    in    the   tariflfs   and   the   fewness   of    carload    ratings, 
this  fact   did   not   necessarily   favor   southern    shippers. 
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of  uniformity  meant  many  advances  in  that  section.  Over 
2,500  increases  in  classification  were  proposed  in  the  South  as 
against  898  reductions. 

The  Commission  on.  Uniform  Classification. — ^With  general 
reference  to  uniformity  in  classification  the  Interstate  Com- 
merce Commission  in  the  Consolidated  Classification  case  said : 

Wc  are  now,  as  formerly,  fully  convinced  that  a  uniform 
classification,  with  such  exceptions  or  commodity  rates  as 
may  be  necessary  in  special  cases,  is  practicable  and  desirable. 
It  is  an  essential  part  of  the  general  scheme  which  con- 
templates greater  consistency  in  rate  making  and  elimination 
of  discriminations  and  inequalities. 

This  statement  is  certainly  sound.  While  it  is  true  that 
dift'erent  industrial  and  social  conditions  prevent  absolute  uni- 
formity in  classification,  it  is  also  true  that  many  of  the 
present  differences  are  unimportant  and  unreasonable.  Not 
a  few  of  the  existing  inconsistencies  are  due  to  minor  con- 
siderations, and  could  be  removed  without  real  injury  to  any- 
one. This  is  particularly  true  of  less-than-carload  ratings, 
which  do  not  have  as  great  industrial  importance  as  the  carload 
ratings.  In  large  part  the  differences  in  classification  among 
the  different  territories  is  the  result  of  "mere  differences  of 
opinion"  and  of  the  vagaries  in  the  theorizing  of  traffic 
officials.  Take  furniture  in  less-than-carload  shipments 
(L.C.L.),  for  example.  The  Official  Classification  represen- 
tative wanted  this  item  in  a  single  class  whether  wrapped  or 
crated,  while  the  Western  Classification  man  insisted  that  it  be 
rated  one  or  two  classes  higher  when  merely  wrapped. 

Inconsistencies  in  Classification. — Some  of  the  inconsis- 
tencies and  anachronisms  are  shown  in  the  following  instances. 
Rice  flour  (bulk,  bags,  or  barrels)  in  carloads  is  rated  6th 
class  in  the  Official  Classification,  Class  C  in  the   Southern 


rapped  in 
Burlap 

Crated  or 
Boxed 

1/2 
1/2 

1/2 
1/2 

1K2 

134 

I 

1/2 

I 

2 

Ch.  17]  COMMODITY  RATES  285 

Classification,  and  5th  class  in  the  Western  Classification. 
Banana  carriers,  old,  any  quantity,  are  rated  double  ist  class 
in  the  Official  Classification  and  the  Southern  Classification, 
but  4th  class  in  the  Western.  Consider  also  the  different 
treatment  given  to  such  similar  items  as  dentists'  laboratory 
benches  and  wooden  desks.  The  Commission  found  them  to 
be  classified  as  follows,  all  the  ratings  being  L.C.L. : 


Dentists'  laboratory  benches   Official 

Western 
Wooden  desks,  set  up  Official 

Western 
Wooden    desks,    knocked    down    ....Official 

Western 

These  differences  have  been  partly  removed.  They  serve 
no  good  purpose  and  increase  the  troubles  both  of  the  shipper 
and  the  traffic  department  of  the  carriers. 

It  is  doubtless  true  that  complete  uniformity  in  classifica- 
tion is  neither  desirable  nor  to  be  hoped  for  under  present 
conditions;  but  it  seems  clear,  in  the  light  of  the  progress  that 
has  already  been  made,  that  much  more  remains  to  be  done.  To 
some  extent  uniformity  in  classification  will  be  accomplished 
only  by  increasing  the  number  of  unclassified  or  commodity 
rates,  and  this  will  be  regarded  as  a  doubtful  advantage;  but 
as  the  South  and  West  become  more  highly  developed  indus- 
trially, it  may  be  anticipated  that  their  classification  ratings 
will  more  nearly  approach  uniformity. 

Commodity  Rates 

Definition. — A  "commodity  rate"  is  the  opposite  of  a 
"class  rate."  A  commodity  rate  is  one  which  is  applicable 
only  to  an  article  described  in  the  particular  tariff  containing 
the  rate.  It  is  an  exception  to  the  classification.  Accordingly, 
a  commodity  tariff  is  a  schedule  which  contains  only  com- 
modity rates.     It  is  a  document  separate  from  "class  tariffs," 
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and  in  quoting  a  commodity  rate  a  freight  agent  must  look  it 
up  in  a  commodity  tariff. 

Reason  for  Commodity  Rates — As  a  general  rule,  com- 
modity rates  are  lower  than  class  rates.  The  reasons  for 
making  such  rates  are  as  follows : 

1.  Some  commodities  move  in  large  volume  within  a  given 
territory  and  furnish  a  long  haul.  This  is  true  of  grain, 
lumber,  and  coal.  These  commodities  may  be  thought  of  as 
the  wholesale  part  of  the  railway  business,  and  they  accord- 
ingly receive  wholesale  rates.  They  get  special  quantity  dis- 
counts. 

2.  Other  commodities  are  of  such  low  grade  that  they 
cannot  stand  any  but  the  very  lowest  possible  rates,  and  even 
at  such  rates  can  only  move  for  relatively  short  distances. 
This  case  is  illustrated  by  the  building  rrkaterials,  such  as  brick, 
stone,  sand,  and  lime.  These  materials  furnish  heavy  loads, 
while  at  the  same  time  their  specific  value  is  very  low.  Ac- 
cordingly, they  differ  in  their  economic  significance  from  the 
first  type  of  commodities.  Many  railways  have  local  com- 
modity rates  made  on  a  mileage  basis  to  cover  this  type. 

3.  Sometimes  commodity  rates  are  made  as  a  result  of 
competitive  conditions,  of  which  several  different  cases  may 
be  mentioned: 

(a)  A  new  manufacturer,  or  group  of  manufacturers,  may 
desire  to  develop  a  market  and  may  request  an  especially 
low  rate  to  enable  this.  Thus,  there  is  the  well-known  case 
of  the  manufacturer  of  overalls  in  Atlanta,  Ga.,  who  wanted 
to  get  into  the  St.  Louis  market.  Overalls  are  given  a 
high  rating  in  the  Southern  Territory,  and  in  order  to  pre- 
vent loss  of  revenue,  while  at  the  same  time  giving  the 
manufacturer  his  opening,  the  railways  put  in  a  special 
commodity  rate  on  overalls  from  Atlanta  to  St.  Louis. 
This  left  the  class  rates  undisturbed. 
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(b)  Sometimes  established  manufacturers  desire  to  reach 
out  into  new  markets.  Low  rates,  for  example,  were  made 
from  Utah  to  Chicago  to  enable  the  beet  sugar  refiners  to 
compete  with  the  Atlantic  seaboard  refiners. 

(c)  Commodity  rates  are  not  infrequently  made  because 
the  railways  feel  the  need  of  elasticity  in  rate  making.  They 
want  to  adjust  rates  from  time  to  time  according  to  fluctuat- 
ing conditions,  as  is  notably  the  case  in  export  and  import 
rates.  A  commodity  rate  can  be  changed  without  afifecting 
the  whole  class  structure. 

(d)  Water  competition  has  been  a  factor  in  forcing  low 
commodity  rates  in  some  cases. 

Importance  of  Commodity  Rates A  very  large  part  of 

the  total  traffic  of  the  country  moves  under  these  commodity 
rates,  it  being  estimated  that  such  traffic  embraces  approxi- 
mately 85%  of  the  total  tonnage.  This  well  illustrates  the  im- 
portance of  the  commodity  rate,  but  it  is  to  be  remembered 
that  tonnage  and  income  are  two  different  matters,  and  a  much 
smaller  percentage  of  the  total  revenue  of  the  railways  is 
derived  from  this  commodity  tonnage. 

Methods  of  Quoting. — Within  Central  Freight  Association 
Territory,  commodity  rates  on  at  least  75  articles  are  based 
on  a  percentage  of  the  class  rates  in  force.  Thus  such  heavy 
chemicals  as  muriatic  acid  and  ammonia  are  quoted  at  90% 
of  5th  class;  whiting  is  85%  of  6th  class;  and  straw  board 
is  83^  of  6th  class.  In  this  same  territory,  however,  many 
low-grade  commodities  are  put  on  a  mileage  basis, ^  such  com- 
modities including  ashes,  brick,  cinders,  common  clay,  fuel 
wood,  gravel,  ice,  pulp-wood,  sand,  sawdust,  slag,  stone 
(crushed  and  curbing),  and  straw.  In  the  New  England  ter- 
ritory commodity  rates  are  numerous,  and  are  made  largely 


'  See  pages  319,   345. 
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on  a  mileage  basis.  In  addition  to  such  articles  as  those 
already  mentioned,  we  find  coal-dust,  coal  screenings, 
loam,  logs,  and  manure  among  those  receiving  commodity 
rates.  In  Trunk  Line  territory  there  appears  to  be  no  uniform 
basis  for  commodity  rates,  but  between  Buffalo  and  the  ports 
of  New  York,  Philadelphia,  and  Baltimore,  such  rates  are 
made  with  rather  close  relation  to  the  percentage  system  which 
governs  the  class  rates  (see  page  367).  Commodity  rates  in 
the  South  have  little  uniformity,  being  governed  by  competitive 
conditions. 

Commodity  Rates  Not  Necessarily  Lower  Than  Class 
Rates. — As  already  noted,  it  is  generally  true  that  commodity 
rates  are  lower  than  class  rates,  but  this  is  not  necessarilv  the 
case.  The  Interstate  Commerce  Commission  has  said  in  one 
case,  "Complainant  shows  princii)ally  that  the  charges  on  the 
vegetables  named  to  Chicago  would  l)e  materially  lower  if  the 
class  rates  applied  instead  of  the  commodity  rates  named.  We 
have  held  repeatedly  that  adjustments  of  this  kind  are  anom- 
alous and  require  much  to  justify  them."  ®  In  another  case 
involving  a  commodity  rate  on  packing-house  products  from 
Iowa  to  Minneapolis,  which  was  higher  than  the  5th  class 
rate,  the  Commission  said  that  the  situation  w^as  not  in  itself 
conclusive  that  the  rate  was  unreasonable  but  held  that  as  the 
5th  class  rate  did  not  seem  too  low  and  as  the  commodity 
rate  was  higher  than  that  from  other  points,  it  should  be 
reduced.'^  It  may  be  said  in  general  that  a  heavy  burden  of 
proof  rests  on  the  carrier  which  would  defend  a  commodity 
rate  higher  than  a  class  rate. 

A  commodity  rate  once  named  becomes  the  only  lawful 
rate.     Between  the  points  covered  in  the  commodity  tariff,^ 


» 34  I.C.C.  363. 
'  56    I.C.C.  303   (1920). 

*  By    conforming    to    certain    conditions,    however,    it    is    possible   for    a    carrier    to 
provide  for  the  alternative  use  of   commodity  and  class   rates. 
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it  takes  the  article  or  the  class  of  traffic  concerned  out  of  the 
class  rate  group. 

Commodity  rates  must  be  specific  and  cannot  be  applied 
to  articles  not  specifically  named  merely  on  the  ground  that 
they  are  analogous.  This  rule  follows  from  the  very  nature 
of  the  commodity  rates,  such  rates  being  special  and  ex- 
ceptions to  classified  group  rates. 

Summary. — In  this  chapter  we  have  defined  and  described 
freight  classifications,  and  have  shown  the  necessity  therefor 
and  the  part  they  i)lay  in  the  making  of  freight  rates.  The 
bases  upon  which  freight  is  classified  have  been  analyzed,  and 
it  appears  that  the  chief  of  these  are:  (i)  the  value  of  the 
commodity  per  cubic  foot  or  per  carload,  and  (2)  the  cost 
of  transportation, — especially  as  this  latter  is  afifected  by  (a) 
the  size  of  the  carload,  and  (b)  the  method  of  packing.  Com- 
petition also  often  plays  an  important  part.  The  great  classi- 
fication territories  have  been  analyzed,  and  some  indications 
of  the  differences  which  exist  among  them  have  been  given — 
especially  the  variation  in  the  spread  between  classes  which 
exists  among  the  various  classification  scales.  It  has  been 
shown  that  although  nuich  progress  has  been  made,  greater 
uniformity  in  classification  is  desirable. 

Not  all  freight  rates  are  found  in  the  classified  list.  For 
one  reason  or  another  the  railways  make  exceptions  to  their' 
classifications  and  name  special  rates  on  individual  commodi- 
ties which  are  known  as  commodity  rates.  Commodity  rates 
cover  something  like  85%  of  the  total  tonnage  moving  by 
rail,  but,  because  they  are  generally  considerably  lower  than 
class  rates,  do  not  furnish  anything  like  that  percentage  of 
the  revenue.  The  chief  reasons  for  granting  commodity  rates 
are:  (i)  volume  of  long-haul  traffic,  e.g.,  grain;  (2)  volume 
of  low-grade  short-haul  traffic,  e.g.,  sand  and  gravel;  (3) 
special  competitive  conditions. 


CHAPTER  XVIII 

CARLOAD  PROVISIONS  AND  THEIR 
SIGNIFICANCE 

Importance  of  Regulations  Governing  Carloads. — The  car 
is  an  important  unit  in  railway  operation  and  statistics,  and 
the  carload  is  equally  important  in  traffic  and  rate  matters.  A 
freight-car  is  a  unit  of  transportation  capacity,  ranging  from 
10,000  pounds  up  to  60,000  pounds  and  over.  It  is  also  a 
unit  of  investment  and  its  importance  from  this  point  of  view 
has  been  mentioned  on  page  18.  For  these  reasons  It  is  im- 
portant to  study  the  rules  made  by  the  carriers  concerning 
the  use  of  cars.  More  than  that,  however,  the  car  is  the  part 
of  the  railway  plant  with  which  the  shipper  is  most  imme- 
diately concerned,  and  the  rules  governing  the  use  of  cars 
have  an  important  practical  bearing  on  the  traffic  problems  of 
all  manufacturers  and  merchants. 

Carload  vs.  Less-than-Carload. — There  are  two  cases  in 
which  the  shipper  is  charged  the  carload  rate.  In  the  first 
place,  a  shipper  may  charter  a  car,  regardless  of  the  quantity 
of  his  shipment,  in  order  to  enjoy  the  exclusive  space  which 
it  contains.  This  may  be  done  either  to  avoid  damage  or  to 
secure  expeditious  movement.  It  is  common  for  shipments  of 
household  furniture  to  be  made  in  this  way.  The  rule  gov- 
erning such  cases  as  laid  down  in  the  Consolidated  Classifica- 
tion is  as  follows:  "When  freight  is  loaded  in  a  car  and 
tendered  as  a  carload  shipment,  and  the  car  is  forwarded  with- 
out other  freight  therein,  the  shipment  will  be  charged  for 
as  a  carload." 

290 
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In  the  second  place,  the  carload  rate  may  be  made  simply 
because  the  volume  of  freight  to  be  shipped  is  so  great  in 
quantity  as  to  require  one  or  more  cars,  the  freight  being 
shipped  on  a  weight  basis.  In  the  general  run  of  such  cases, 
when  freight  is  loaded  in  a  car  by  the  shipper  and  is  tendered 
by  him  in  a  quantity  approximately  equal  to  the  loading  of  the 
average  car  for  the  average  run  of  freight,  certain  minimum 
carload  weights  are  specified  for  each  article  as  a  basis  for 
charge,  and  the  shipment  may  move  as  a  carload. 


Requirements  for  Carload  Rates. — It  is  said  that  the  freight 
may  move  as  a  carload  because,  even  though  the  quantity  is 
sufficient  to  fill  a  car,  there  are  certain  prerequisites  that  must 
be  fulfilled  if  the  freight  is  to  receive  carload  treatment.  In 
the  first  place.  Rule  14  of  the  Consolidated  Classification 
specifies :  "Carload  ratings  or  rates  apply  only  when  a  carload 
of  freight  is  shipped 

from  one  station, 

in  or  on  one  car,^ 

in  one  day, 

by  one  shipper,   for  delivery 

to  one  consignee, 

at  one  destination. 

Only  one  bill  of  lading  for  one  loading  point  and  one  freight 
bill  shall  be  issued  for  such  carload  shipment." 

In  the  second  place,  certain  limitations  are  made  on  account 
of  size,  perishability,  and  other  characteristics  of  the  articles 
shipped.  One  may  regard  the  reductions  in  freight  charges 
which  are  generally  made  for  shipments  in  carload  quantities 
as  quantity  discounts  which  are  given  only  on  the  condition 


>  Certain   exceptions   are   made   in   Rule   24   of   the   Classification. 
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that  shipments  are  handled  in  a  wholesale  way  and  constitute 
bona  fide  a  single  large  unit  of  traffic. 

It  is  sometimes  the  practice  of  groups  of  merchants,  such 
as  grocery  jobbers,  to  ship  or  receive  what  are  known  as  "pool 
cars,"  that  is,  carload  shipments  which  are  to  be  shared  among 
a  number  of  shippers ;  but  such  cars  must  be  billed  and  handled 
as  a  single  shipment.  In  some  cases,  too,  the  carriers  allow  a 
carload  to  be  stopped  at  more  than  one  point  for  the  purpose 
of  delivering  a  part  of  the  load  at  an  intermediate  point.  For 
this  privilege,  hoivever,  an  extra  charge  is  made. 

Minimum  Weight  and  Charge;  Loading. — It  w^ill  be  noted 
that  in  the  second  case — that  is,  in  the  case  when  the  carload 
shipment  results  from  tendering  freight  in  sufficient  quantity  to 
require  a  car — the  determining  factor  is  the  minimum  carload 
weight  required.  If  that  weight  is  30,000  pounds,  the  freight 
tendered  must  weigh  at  least  30,000  pounds  i  f  full  advantage  is 
to  be  gained  from  the  carload  rate,  as  that  rate  is  based  on  the 
minimum  weight. 

There  is  a  minimum  charge  for  carload  shipments,  which 
is  at  present  $15.  No  matter  what  the  quantity  or  character 
of  freight,  no  car  will  be  handled  for  less  than  that  sum. 
This  does  not  apply  to  switching  charges  or  to  certain  heavy 
commodities. 

In  all  cases  the  shipper  has  to  load  and  unload  carload 
freight.  Rule  2y  of  the  Consolidated  Classification  providing 
that  "Owners  are  required  to  load  into  or  on  cars  .  .  .  and  to 
unload  from  cars  .    .    .  freight  carried  at  carload  ratings." 

The  tender  of  freight  as  a  carload  lot  will  determine  its 
carload  rating.  A  shipper  once  loaded  at  his  yard  a  less-than- 
carload  shipment  in  a  car  which  he  had  ordered  from  the  rail- 
way. He  found  that  the  less-than-carload  rate  would  be  lower 
than  the  carload  rate  based  on  the  minimum  carload  weight 
applicable  to  his  commodity,  and  as  he  had  done  the  loading 
himself,  he  claimed  that  the  railway  should  give  him  the  lower 
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less-than-carload  rate.  The  case  went  to  the  Interstate  Com- 
merce Commission  and  that  body  decided  that  when  a  shipper 
tenders  to  the  carrier  a  shipment  as  a  carload,  the  carload  rate 
and  minimum  carload  weight  must  apply  even  though  the  less- 
than-carload  rate  would  be  lower.  If  a  car  is  ordered  and  is 
set  on  a  shipper's  siding  and  is  loaded  by  the  shipper,  that 
shipper  has  received  carload  service.  This  will  be  evidenced 
by  the  tender  of  a  bill  of  lading  showing  the  number  and  ini- 
tial of  the  car.  Thus  in  differentiating  between  carload  and 
less-than-carload  traffic  much  depends  upon  the  manner  of 
tender. 

Rules  Covering  Less-than-Carload. — "Less-than-carload" 
applies  only  when  shipments  are  tendered  on  the  basis  of 
weight  and  the  determination  of  less-than-carload  shipments 
is  covered  by  the  following  rule :  "When  both  carload  and  less- 
than-carload  ratings  are  provided  for  the  same  article,  the 
term  'less-than-carload'  covers  shipments  in  quantities  less  than 
the  minimum  weight  provided  for  carloads."  The  salient  facts 
of  interest  to  the  shipper  are : 

1.  The  shipper  does  not  have  to  load  less-than-carload 
freight  into  the  car  except  in  those  rare  cases  in  which  the 
article  is  so  heavy  or  bulky  that  the  regular  station  employees 
cannot  handle  it.  Ordinarily,  less-than-carload  freight  is 
delivered  to  the  railway  freight  house  and  is  loaded  by  the 
railway. 

2.  There  is  no  minimum  weight  fixed  for  less-than-carload 
freight. 

3.  The  lowest  minimum  cliarge  on  less-than-carload 
freight  is  50  cents.  (The  minimum  may  be  higher,  being 
based  on  the  charge  for  lOO  lbs.  at  the  class  or  commodity 
rate  applicable.) 

Effect  on  Classification. — The  difference  between  carload 
and  less-than-carload  freight  has  considerable  significance  in 
classification,  and   frequently  the  same  article  or  commodity 
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receives  a  lower  rating  when  shipped  in  carload  quantities  than 
applies  on  less-than-carload  shipments.  A  few  examples  taken 
at  random  from  the  classification  will  serve  to  illustrate  this 
fact  and  also  to  show  the  amount  of  the  difference. 

Difference  in  Rating  on  Account  of  Carload  and  Less-than- 
Carload  Quantity 


Classification 


Official 

Western 

I 

I 

3 

I 

2 

2 

2 

2 

5 

5 

4 

5 

6 

6 

3 

3 

\h 

4 

2 

2 

2 

Southern 


Beef  extract,  in  glass  or  earthenware  packed 

in  barrels  or  boxes,  L.C.  L. . 

"  "      C.L.,  minimum  weight,  30,000  lbs. 

Mattresses,  in  bales,  wrapped,  L.C.L 

"  C.L.,  minimum  weight,  10,000  lbs. 

Zinc  plates  or  sheets  in  rolls,  L.C.L 

"         "       "         "    C.  L.,  minimum  weight, 

36,000  lbs 

Rosin  in  bulk,  in  barrels,  L.C.L 

"     "        "     "  "      C.L.,    minimum 

weight,  36,000  lbs.  .  . 

Wooden  bowls,  in  racks,  L.C.L 

"  "       C.L.,  minimum  weight  24,000 

lbs.  (Rule  34) 

Wool,  scoured,  in  bags,  L.C.L 

"             "      C.L.,   minimum  weight   10,000 
lbs.  (Rule  34) 


I 

3 
I 
2 
I 

5 
4 

C 
2 

A 
Di 


In  all  these  cases,  when  the  goods  are  shipped  in  carload 
lots,  they  are  put  in  a  lower  class  than  when  shipped  in  less- 
than-carload  quantities,  the  difference  in  rating  ranging  from 
one  to  three  classes.  It  is  important  to  note  that  in  those  cases 
in  which  the  difference  is  greatest,  the  minimum  carload  weight 
is  high,  and  in  order  to  get  the  low  rating,  it  is  therefore 
necessary  for  the  shipper  to  tender  a  heavy  loading,  ranging 
from  30,000  to  36,000  pounds. 


Reasons  for  the  Differences  between  Carload  and  Less- 
than-Carload  Ratings. — Carload  shipments  are  generally  given 
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a  lower  classification  than  less-than-carload  shipments,  and  this 
is  true  simply  because  the  former  cost  the  carriers  less  to  move. 
What  are  the  reasons  for  this  fact? 

To  begin  with,  carload  shipments,  as  we  have  seen,  are 
loaded  by  the  shipper  at  the  point  of  origin  and  unloaded  by 
the  consignee  when  they  arrive  at  their  destination.  All  the 
railway  has  to  do  is  to  place  the  car.  This  greatly  reduces 
the  railway's  terminal  expenses. 

In  the  second  place,  carload  shipments  do  not  go  through 
the  carriers'  freight-houses,  and  consequently  do  not  make  such 
great  demands  upon  its  storage  and  handling  devices.  This 
tends  to  prevent  or  relieve  congestion. 

In  the  third  place,  the  average  loading  of  carload  freight 
is  much  heavier  than  that  of  less-than-carload  freight,  with  the 
result  that  the  proportion  of  tare,  or  dead-weight,  is  much 
less.  One  of  the  most  important  factors  in  economical  oper- 
ation is  the  size  of  the  carload  (tvet  tons  per  car),  and  carload 
freight  means  relatively  large  carloads.  It  is  probable  that 
the  average  carload  of  L.C.L.  freight  is  between  7  and  8  tons 
in  weight,  while  carload  freight  averages  between  35  and  40 
tons.  The  average  net  tons  of  all  freight  per  loaded  car 
ranges  between  2y  and  30  tons,  and  it  is  generally  recognized 
that  the  maintenance  of  a  30-ton  average  would  go  far  toward 
solving  the  car  shortage  problem,  as  w^ell  as  materially  help  to 
reduce  operating  expense  per  ton-mile. 

Fourthly,  less-than-carload  shipments  often  involve  con- 
siderable additional  expense  in  the  shape  of  extra  handling 
while  en  route.  The  carload  freight  is  loaded  into  "straight" 
cars  which  move  through  without  rehandling  from  a  single 
point  of  origin  to  a  point  of  destination.  It  may  be  quite  dif- 
ferent with  less-than-carload  freight.  To  begin  with,  the  car 
containing  a  large  number  of  such  shipments  often  moves  a 
short  distance  to  some  junction  point  where  the  contents  have 
to  be  rehandled  and  made  up  into  cars  for  different  branches 
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or  roads.  When  an  L.  C.  L.  merchandise  car  containing  ship- 
ments for  several  towns  arrives  at  some  town  for  which  a 
shipment  is  billed,  it  must  be  opened  and  the  particular  ship- 
ment be  taken  out.  This  may  involve  considerable  rehandling 
of  the  contents  of  the  car.  It  means  delay  in  train  movement, 
and  sometimes  the  car  may  be  set  out  to  be  picked  up  the  next 
day  and  moved  on  its  way  to  towns  further  along  the  line. 
The  way  of  the  "way  freight"  is  often  hard. 

Then,  also,  less-than-carload  freight  requires  more  trouble 
and  expense  per  ton  in  connection  with  billing  and  collection. 
This  is  especially  true  when  such  expense  and  trouble  is  com- 
pared with  the  quantity  shipped. 

Finally,  the  loss  and  damage  claims  are  naturally  much 
larger  in  the  case  of  less-than-carload  freight,  partly  because 
of  the  greater  opportunity  for  loss  and  theft  which  comes  from 
the  handling  and  rehandling  of  the  freight  by  others  than  the 
consignor  and  consignee,  and  partly  from  the  greater  fre- 
quency with  which  the  freight  must  be  handled. 

Thus  the  reasons  for  making  lower  charges  on  carload 
freight  are  fairly  obvious,  and  no  one  will  deny  that  some 
considerable  difference  is  justifiable.  The  only  trouble  is  that 
this  difference  is  too  often  fixed  arbitrarily  which  makes  dis- 
crimination possible. 

Effect  of  Carload  Rates  on  Industry. — The  spread  between 
carload  and  less-than-carload  ratings  has  important  industrial 
consequences,  and  variations  in  that  spread  may  l^e  made  the 
means  of  making  discriminations  among  persons  and  places. 

As  a  general  thing  it  may  be  said  that  low  carload  rates 
favor  large  shippers  and  large  purchasers.  The  manufacturer 
who  is  buying  his  materials  and  supplies  in  carload  lots  is  in 
a  position  to  undersell  a  little  competitor  who  must  buy  in 
smaller  quantities  if  the  difference  in  the  rating  just  referred 
to  is  a  large  one.     Similarily,  the  large  wholesaler  who  can 
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stock  his  warehouse  with  goods  purchased  in  carload  lots  has 
an  important  advantage  over  the  merchant  whose  business  is 
done  on  a  smaller  scale.  In  general,  therefore,  the  growing 
tendency  to  increase  the  number  of  carload  ratings  is  an  in- 
dication of  the  increased  tendency  to  large-scale  business,  and 
the  larger  number  of  such  ratings  in  the  Official  Classification 
than  in  the  Southern  Classification  indicates  the  greater  de- 
velopment of  large-scale  industry  in  the  North. 

Local  Wholesalers  Favored  by  Carload  Rates. — Low  car- 
load rates  also  favor  the  local  wholesaler  as  compared  with 
his  distant  competitor,  even  though  that  competitor  may  "be 
larger.  For  example,  the  wholesale  grocers  of  Jacksonville, 
Fla.,  can  purchase  flour  from  northern  millers  in  carload 
quantities  and  are  in  no  danger  of  competition  from  Chicago 
and  New  York  jobbers,  who  would  have  to  ship  flour  into  the 
Jacksonville  territory  in  less-than-carload  lots.  Relatively  low 
carload  ratings  have  made  Chicago  the  jobbing  center  of  the 
Middle  West  in  place  of  New  York.  The  eastern  jobl^ers 
have  sought  to  have  relatively  low  less-than-carload  rates  in 
order  that  they  might  ship  their  goods  into  the  western  ter- 
ritory on  favorable  terms,  while  the  western  jobbers  have 
stood  for  low  carload  ratings. 

An  interesting  case,  which  will  illustrate  how  these  matters 
aflfect  competition,  is  that  in  which  the  Procter  and  Gamble 
Company  complained  to  the  Interstate  Commerce  Commission 
against  putting  in  carload  ratings  to  the  South  on  their  pro- 
ducts. This  company,  which  is  a  manufacturing  concern,  was 
beginning  to  sell  direct  to  the  retail  trade,  and  it  accordingly 
wanted  freight  rates  which  would  be  as  low  on  less-than-car- 
load shipments  as  on  the  carload  shipments  made  to  the 
southern  jobbers  who  were  in  competition  with  it.  It  urged 
that  the  old  "any-quantity"  rates  be  restored,  its  arguments 
being  that  the  retail  dealers  did  not  have  the  storage  space  or 
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the  financial  ability  to  handle  soap  in  carloads,  and  that  they 
would  therefore  have  to  pay  the  higher  less-than-carload  rates 
from  its  place  in  Cincinnati.  To  this  argument  the  southern 
jobbers  replied  that  by  shipping  the  soap  to  them  in  carload 
quantities  that  product  could  be  distributed  among  the  local 
retailers  on  a  basis  which  would  only  involve  less-than-carload 
ratings  for  short  local  hauls.  Naturally,  the  decision  in  this 
case  was  that  the  establishment  of  carload  ratings  was  justified. 

The  Two-for-One  Rule. — The  question  naturally  arises, 
What  is  to  be  done  when  a  shipment  is  received  which  is 
greater  than  the  capacity  of  a  single  car  but  is  not  sufficient 
to  make  two  full  carloads?  This  situation  has  given  rise  to 
a  number  of  rulings  by  the  carriers  and  by  the  Interstate  Com- 
merce Commission. 

The  Commission's  rulings  cover  the  general  situation.  If 
a  carrier  is  unable  to  furnish  as  large  a  car  as  that  ordered. 
it  may  furnish  two  smaller  cars  to  be  used  on  the  basis  of  the 
minimum  carload  weight  for  the  car  that  was  ordered.  If  a 
car  of  smaller  size  than  that  ordered  by  the  shipper  is  furn- 
ished, it  may  be  used  on  the  basis  of  the  actual  weight  when 
the  car  is  loaded  to  its  full  visible  capacity,  and  if  the  car  will 
not  contain  the  shipment,  the  goods  may  be  partly  loaded  in  an- 
other car  and  the  whole  be  treated  as  a  single  shipment,  subject 
to  the  minimum  carload  provision  governing  the  car  that  was 
ordered. 

If  a  carrier  for  its  own  convenience  supplies  a  larger  car 
than  the  shipper  orders,  the  car  may  be  used  on  the  basis  of 
the  minimum  carload  fixed  in  the  tariffs  for  the  smaller  car 
ordered. 

Two  cases  are  provided  for  in  the  carrier's  rules. ^  The 
freight  received  may  be  in  excess  of  any  carload.  In  this 
case  the  Classification  rules  provide  that  the  excess  shall  take 


'  See  Consolidated  Classification,   Rules  24  and   34,  Section   3. 
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the  carload  rate  and  be  charged  at  that  rate  for  the  actual  or 
authorized  weight.  This  liberal  provision,  however,  only  ap- 
plies to  articles  which  have  a  minimum  weight  of  at  least 
30,000  pounds;  the  first  car  must  be  loaded  to  capacity;  and 
the  right  is  reserved  to  load  other  freight  in  the  excess  car. 

The  other  case  arises  in  case  of  bulky  commodities  when  the 
carrier  is  unable  to  furnish  a  car  as  large  as  that  ordered  by 
the  shipper,  and  instead  supplies  two  shorter  cars.  According 
to  the  Commission's  ruling,  in  this  case — providing  the  total 
weight  of  the  shipment  is  not  less  than  the  minimum  weight  for 
the  car  that  was  ordered — one  of  the  cars  will  be  loaded  to 
capacitv  and  charged  at  the  minimum  weight  for  that  car,  while 
the  remainder  of  the  shipment  will  be  allowed  to  move  at  the 
carload  rate  applied  on  its  actual  or  estimated  weight. 

The  act  of  ;i  carrier  in  furnishing  two  smaller  cars  binds  all 
the  other  carriers  who  are  party  to  any  joint  rate,  and  the  con- 
necting carriers  must  observe  the  rate,  the  minimum  carload, 
the  privileges,  and  the  charges  which  would  have  applied  if 
the  shipment  had  moved  in  a  car  of  the  size  ordered.  But  the 
shipment  may  move  beyond  a  point  to  which  the  joint  rate 
applies,  in  which  case  the  connecting  carrier  not  a  party  to  that 
rate  may  charge  according  to  its  own  tariffs  and  minimum  car- 
load provisions.  In  this  case,  the  initial  carrier  which  sup])lies 
the  car  must  bear  any  additional  charges  which  may  be  caused 
by  its  inability  to  furnish  the  equipment  ordered,  and  the  other 
carriers  which  were  parties  to  the  joint  rate  may  be  asked  to 
share  the  responsibility. 

The  Minimum  Carload. — In  all  cases  when  a  carload  rating 
is  given  a  minimum  carload  weight  is  named  which  is  the 
basis  of  the  carload  charge ;  that  is,  the  minimum  charge  for 
hauling  the  car  will  be  based  on  the  assumption  that  its  con- 
tents weigh  as  least  as  much  as  the  minimum  named.  The 
importance  of  the  minimum  carload  provisions  of  the  rules  is 
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shown  by  the  fact  that  they  are  part  of  the  freight  rate,  and 
must  be  filed  with  the  Interstate  Commerce  Commission  and 
publicly  posted  in  the  same  way  as  the  tariffs  are.  In  connection 
with  through  rates  the  carriers  must  publish  a  single  carload 
minimum  weight  covering  the  through  movement. 

The  minimum  carload  weight  is  chiefly  determined  by  three 
factors:  (i)  the  average  loading  capacity  of  the  car;  (2) 
the  weight  per  cubic  foot  of  the  commodity;  and  (3)  the  pre- 
vailing custom  as  to  size  of  shipments.  The  size  of  equipment 
available  in  some  sections  of  the  country  differs  from  that  in 
others,  and  it  will  be  found  that  the  average  capacity  of  freight- 
cars  is  considerably  greater  in  the  northeastern  section  than  in 
the  South.  If  other  things  are  equal,  the  minimum  carload  will 
have  to  be  lower  in  sections  which  have  smaller  cars  than  in 
those  where  the  cars  have  a  greater  average  loading  capacity. 

Regardless  of  section,  however,  the  minimum  carload 
weight  varies  with  the  size  of  the  car,  and  the  carriers  have 
worked  out  a  graduated  scale  of  mininuim  carload  weights 
applicable  to  certain  commodities,  which  is  set  forth  in  Rule 
34  of  the  Consolidated  Classification.  This  scale  applies  to 
the  use  of  extra  large  cars  for  light  and  bulky  articles,  and  is 
necessary  to  insure  the  economical  loading  of  such  equipment. 
The  general  scale  is  as  follows :  The  minimum  for  standard 
cars,  36  ft.  6  in.  long,  or  smaller  cars,  is  that  specified  in  the 
Classification,  but  for  larger  cars  there  is  a  graduated  scale  of 
greater  minimum  weights.  Thus,  when  the  car  furnished  is 
39  ft.  6  in.  long,  and  the  minimum  carload  weight  specified  in 
the  Classification  for  a  commodity  is  10,000  pounds,  the  charge 
will  be  based  on  not  less  than  1 1,200  pounds;  and  if  the  article 
is  one  on  which  the  specified  minimum  is  15,000  pounds,  the 
charge  will  be  based  on  a  weight  of  not  less  than  16,800  pounds, 
etc.  All  of  the  articles  to  which  this  graduated  scale  applies  are 
relatively  light  and  bulky,  such  as  agricultural  implements, 
stoves,  drain  tile,  wooden  pipe,  wool,  etc. 
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Carload  Minimum  Varying  with  Commodity The  aver- 
age loading  capacity  of  a  car,  in  tons,  in  turn  depends  upon 
the  kind  of  commodity,  for  commodities  differ  widely  in  their 
specific  gravity,  or  weight  per  cubic  foot.  This  is  the  reason 
why  such  articles  as  banana  hampers  have  a  minimum  carload 
weight  of  only  10,000  pounds,  while  pig  lead  is  given  a  mini- 
mum of  36,000  pounds.  Naturally,  the  railways  seek  a  mini- 
mum carload  which  will  insure  a  paying  load,  their  charges 
being  made  on  the  basis  of  weight.  This  matter  is  well  illus- 
trated by  a  case  concerning  shingles.^ 

The  Pacific  Coast  Shippers'  Association  complained  that 
their  charges  on  certain  carload  shipments  of  shingles  were 
unreasonable  because  based  on  a  carload  minimum  weight  of 
36,000  pounds  east  of  Duluth,  Minn.  The  Association  con- 
tended that  it  was  impossible  to  load  the  cars  furnished  by  the 
carriers  with  36,000  pounds  of  shingles,  and  sought  reparations 
for  charges  in  excess  of  those  based  on  a  reasonable  require- 
ment. It  appears  that  when  loaded  to  full  capacity  the  cars 
furnished  accommodated  a  load  of  shingles  weighing  in  the 
neighborhood  of  only  34,000  pounds.  On  the  record  the  Com- 
mission decided  that  the  36,000-pounds  minimum  was 
unreasonable. 

The  other  factor  affecting  minimum  carload  weights  is 
the  prevailing  condition  with  regard  to  the  size  and  volume  of 
shipments  tendered  by  manufacturers  and  merchants.  On  the 
average,  in  the  East,  where  there  are  great  factories  and  large 
jobbing  concerns,  the  shipments  will  be  larger  and  certainly 
the  volume  of  traffic  will  be  greater  than  in  the  South.  This 
will  necessarily  mean  that  carload  shipments  are  more  fre- 
quently called  for,  and  it  seems  probable  that  this  fact  alone 
would  explain  the  tendency  on  the  part  of  the  carriers  to  enforce 
higher  carload  minima. 

On  the  whole,  the  chief  differences  in  minimum  carload 

*  I.C.C.,    No.    10540,   decided   September   28,    1920. 
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weights  appear  to  arise  from  differences  among  commodities. 
The  reality  of  the  other  factors  in  explaining  differences,  how- 
ever, is  illustrated  by  the  fact  that  in  some  cases  the  minimum 
carload  weights  for  the  same  commodities  vary  in  the  different 
classification  territories.  For  example,  wool  in  grease  has  a 
minimum  weight  of  16,000  pounds  in  Official  Classification 
Territory  and  24,000  pounds  in  Western  Territory-.  In  the 
Southern  Territory  there  are  several  cases  in  which  no  carload 
rates  arc  namjed,  and  consequently  there  are  no  minimum  car- 
load weights.^  "Any  quantity"  rates  exist  in  ail  territories, 
but  are  especially  numerous  in  the  South. 

Commission  Rulings  on  Minimum  Weight. — What  has 
been  said  with  reference  to  the  factors  which  determine  the 
minimum  carload  is  perhaps  sufficient  to  indicate  the  justifi- 
cation for  requiring  such  a  minimum.  It  may  be  added,  how- 
ever, that  the  Interstate  Commerce  Commission  has  formally 
recognized  the  reasonableness  of  the  requirement  by  the 
carriers  of  a  minimum  carload  weight,  subject  only  to  two 
provisions,  namely,  that  when  there  is  such  a  requirement  the 
carload  rate  must  be  relatively  less  than  the  less-than-carload 
rate  (which  is  generally  the  case),  and  second,  that  the  require- 
ment be  calculated  to  induce  efficiency  in  the  loading  and  move- 
ment of  freight. 

Mixed  Carloads  and  the  Mixing  Privilege. — What  has  been 
written  thus  far  concerning  carloads,  less-than-carloads,  and 
minimum  carload  weights,  has  nearly  all  been  based  upon  the 
assumption  that  only  one  class  of  freight  is  put  into  the  car. 
It  has  been  assumed  that  the  cars  of  C.  L.  freight  are  "straight" 
cars,  and  the  minimum  carload  weight  has  applied  to  a  single 
commodity.  As  a  matter  of  fact,  it  not  infrequently  happens 
that  a  shipper  desires  to  fill  a  car  with  different  articles,  and 
that  these  articles  fall  into  several  different  classifications,  each 


*  For  example,   felt  clippings,  cream  of   tartar,   etc. 
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of  which  may  have  a  different  carload  rate  and  be  subject  to 
different  minimum  carload  weight  provisions.  A  wholesale 
grocer,  for  example,  may  desire  to  receive  in  a  single  car  various 
kinds  of  canned  fruits  and  vegetables,  bottled  ketchup,  vinegar, 
etc.,  the  mixed  shipment  to  come  from  a  single  consignor  and 
to  be  billed  to  a  single  consignee.  On  the  other  hand,  the 
manufacturer,  say  a  meat-packer,  may  also  desire  to  ship  in  a 
single  carload  such  various  products  as  fresh  meat,  cured 
meats,  canned  pork  and  beans,  and  other  packing-house  pro- 
ducts. In  order  to  make  reasonable  accommodation  for  such 
mixed  carloads  the  railways  have  adopted  Rule  lo  in  the  Con- 
solidated Classification. 

The  rule  governing  the  mixing  privilege  now  stands  as  fol- 
lows :  In  Of^cial  Classification  Territory,  when  a  number  of 
different  articles,  for  which  carload  ratings  or  rates  are  pro- 
vided, are  shipped  at  one  time  by  one  consignor  to  one  con- 
signee and  destination,  in  a  carload,  the  articles  will  be  charged 
at  the  carload  rate  applicable  to  the  highest  classed  or  rated  one 
of  them.  The  carload  minimum  weight  will  be  the  highest 
provided  for  any  of  the  articles  in  the  carload.  In  Southern 
and  Western  Classification  Territories,  the  provision  is  similar, 
but  differs  in  some  respects,  chiefly  in  connection  with  com- 
modity rates.  In  those  territories  the  mixing  privilege  does 
not  apply  in  connection  with  commodity  rates  (except,  under 
the  Southern  Classification,  on  articles  classified  as  "Fertilizer" 
rates  or  "Special  Iron")  ;  and  the  charge  is  based  on  the  highest 
class  carload  rate  applicable. 

This  difference  also  appears  in  connection  with  a  provision 
that  when  the  total  charge  on  a  shipment  would  be  lower  if  the 
articles  were  considered  as  divided  into  two  or  more  separate 
carloads,  the  charge  will  l^e  made  on  that  basis.  Under  Official 
Classification  the  charges  on  each  separate  carload  will  be  based 
as  stated  above, — on  the  rate  on  the  highest  classed  or  rated 
articles,  and  the  highest  minimum  carload  provided  for  any  of 
the  articles.     But  under  Southern  and  Western  Classifications, 
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the  charges  on  each  separate  carload  are  based  on  the  rate 
applicable  to  the  highest  classed  article  therein,  with  the  mini- 
mum carload  determined  as  in  Official  Territory.  If,  however, 
a  commodity  rate  is  applicable  to  one  of  the  separate  carloads, 
the  carload  minimum  weight  applicable  to  such  commodity 
rate  applies  to  that  carload. 

"Specific  Mixtures." — In  addition  to  this  general  provision, 
groups  of  carriers  in  the  South  and  West  have  in  force  in  their 
tariffs  rate  provisions  concerning  "specific  mixtures,"  that  is, 
they  have  made  special  carload  rate  provisions  applying  to  cer- 
tain definite  groups  of  commodities  which  shippers  are  specif- 
ically authorized  to  combine  in  a  carload  and  ship  as  a  unit. 
These  groups  of  commodities  have  been  generally  based  on 
some  relation  existing  among  the  several  articles,  as  in  the  case 
of  packing-house  products  or  agricultural  implements,  which 
groups  include  widely  different  commodities  all  produced  by 
the  same  company.  If  such  specific  mixtures  are  provided  for, 
this  fact  does  not  prevent  the  inclusion  of  the  article  specified  in 
other  mixtures  subject  to  the  foregoing  rule.  Moreover,  if 
the  carload  rate  and  minimum  weight  under  the  foregoing  rule 
should  result  in  a  lower  charge  for  moving  the  car  than  the 
rate  provided  for  a  specific  mixture,  the  lower  rate  would  apply. 
The  rule  governing  mixed  carloads  now  in  force  is  in  some 
respects  similar  to  the  old  Official  Classification  rule.  For- 
merly, the  Southern  and  Western  carriers  had  no  general  mix- 
ing rule,  although  they  provided  for  certain  specific  mixtures. 
The  rules  were  to  the  effect  that  no  two  or  more  articles,  each 
of  which  had  a  carload  rating,  should  be  shipped  in  mixed  car- 
loads at  a  carload  rate  unless  specific  provision  was  made  there- 
for. The  new  rule  has  thus  extended  the  mixing  privilege.  As 
to  Official  Classification  Territory,  the  only  change  has  been  to 
raise  somewhat  the  minimum  carload  weight.*'     The  effect  in 


*  The  old  rule  had  it  that  the  minimum  weight  on  a  mixed  car  should  be  that 
applying  to  the  article  taking  the  highest  rate,  which  would  not  necessarily  be  the  one 
taking  the  highest  minimum  weight. 
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the  South  and  West  has  been  to  increase  the  possibihty  of  utiHz- 
ing  carload  provisions  to  a  much  greater  extent  than  formerly. 
Another  effect  of  the  more  uniform  extension  of  the  mix- 
ing privilege  will  occur  with  reference  to  the  special  carload 
rates  which  have  been  made  by  some  states  on  mixed  shipments 
for  the  purpose  of  encouraging  local  business.  The  Texas 
Commission,  for  example,  has  had  in  force  a  low  rate  on  mixed 
carloads  of  such  commodities  as  are  sold  by  general  stores  and 
small  local  jobljers,  such  rates  applying  from  the  port  of 
Galveston  to  Texas  common  points."^  As  the  steamship  lines 
from  New  York  to  Galveston  also  make  low  rates  for  such 
mixtures,  it  has  been  possible  for  New  York  jobbers  to  compete 
on  favorable  terms  with  jobbers  in  St.  Louis  and  similar 
centers,  from  which  the  goods  have  been  shipped  under  less- 
than-carload  ratings. 

Mixing  Privilege  Opposed  by  Smaller  Jobbers. — Just  as 
certain  jobbing  interests  are  adversely  affected  by  making  car- 
load rates  relatively  lower  than  the  rates  on  less-than-carload 
shipments,  so  certain  interests  have  been  opposed  to  an  exten- 
sion of  the  mixing  privilege.  Especially  have  strong  protests 
been  made  by  many  Southern  and  Western  jobbers.  These  job- 
bers argued  that  the  new  rule  would  give  a  great  advantage  to 
the  big  distributors  in  Chicago  and  St.  Louis.  They  said  that  the 
big  central  jobbers  would  be  allowed  by  the  rule  to  ship  mixed 
carloads  direct  to  the  retailers  at  a  rate  which  would  enable 
them  to  undersell  the  small  local  jobbers.  The  retailer  could 
not  buy  straight  carloads  of  any  single  article,  but  he  could 
take  a  mixed  carload  made  up  of  the  commodities  which  he 
carried  in  stock.  The  local  jobber's  transportation  charge 
would  contain  two  elements:  (i)  the  carload  rate  from  the 
manufacturer,  and  (2)  the  less-than-carload  rate  to  the 
retailer.     If  the  sum  of  these  two  elements  were  greater  than 


'  See   map,    page    329. 
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the  mixed  carload  rate  from  the  big  central  jobbers  to  the 
retailer,  the  local  jobber  might  lose  the  business.  Naturally, 
they  urged  that  the  mixing  rule  would  particularly  affect  high- 
grade  "specialties,"  which  are  the  most  profitable  part  of  a 
jobber's  business  and  in  the  marketing  of  which  the  big  central 
jobber  already  has  the  best  chance  to  compete  in  the  local 
market  because  of  the  fact  that  the  freight  rate  is  a  smaller  per- 
centage of  the  value  of  the  article. 

Freight  Forwarders  Benefited. — It  was  also  claimed  by  cer- 
tain business  interests  that  the  extension  of  the  mixing  privilege 
would  increase  the  business  of  freight  forwarders  who  operate 
by  consolidating  small  loads  for  shipment  to  retailers  at  a  given 
point.  This  claim  was  urged  with  a  «.pecial  reference  to  the 
Pacific  Coast  points  and  to  inter-mounlain  territory,  as  the 
rates  to  these  points  show  a  specially  greaV  spread  between 
the  carload  and  less-than-carload  ratings.  Clearly,  the  greater 
the  difference  between  carload  and  less-than-carload  ratings  thf 
more  significance  there  is  in  allowing  shippers  to  have  a  carload 
rating  on  mixed  shipments  which  uxDuld  otherwise  have  to  move 
on  separate  less-than-carload  rates. 

Commission's  Opinion  on  Mixed  Carloads. — The  opinion 
of  the  Interstate  Commerce  Commission  has  l)een  favorable  to 
the  rule  adopted  by  the  carriers.  The  Commission  has  stated 
that  the  foregoing  arguments  and  claims  are  exaggerated,  and 
that  the  alleged  evil  consequences  would  not  materialize  to 
any  extent  sufficient  to  outweigh  the  advantages  of  the  mixing 
privilege.  The  great  advantage  would  l)e  that  the  movement 
of  freight  in  carload  lots  would  be  increased,  which  would 
bring  all  the  economies  of  carload  movement  (see  page  2Q5), 
and  especially  would  relieve  congestion  at  freight-houses.  Tha 
Commission  pointed  out  also  that  the  use  of  specific  mixtures 
breeds  discrimination  and  tends  to  give  advantages  to  those 
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shippers  who  are  in  a  position  to  make  use  of  the  partic- 
ular mixtures  that  are  specified.  Finally,  the  Commission 
called  attention  to  the  close  relation  that  exists  between  the 
mixing  privilege  and  uniformity  in  classification.  We  have 
seen  that  greater  uniformity  was,  and  still  is,  desirable;  but 
the  existence  of  different  specific  mixtures  in  different  territor- 
ies means  that  general  rules  concerning  ratings  are  impossible, 
the  carload  ratings  and  minimum  carload  weights  being  an 
essential  part  of  classification. 

The  conclusion  must  be  that  the  Interstate  Commerce  Com- 
mission's position  in  this  matter  is  sound,  and  that  it  is  in  the 
best  interests  of  the  railways  and  of  the  country  as  a  whole  that 
the  shipment  of  mixed  carloads  should  be  extended  under 
general  provisions  which  will  minimize  discrimination.  As 
long  as  the  carload  can  be  handled  by  the  railway  as  a  unit, 
there  appears  to  be  no  sound  reason  why  it  should  not  be  given 
similar  treatment  in  rate  making,  whether  it  contains  one 
kind  of  commodity  or  a  dozen. 

Summary. — In  this  chapter  we  have  dealt  with  a  group 
of  points  each  of  which  centers  in  the  carload  and  consequently 
has  an  important  bearing  upon  the  economy  of  railway  opera- 
tion and  the  interests  of  the  shipper.  The  rules  governing 
carload  and  less-than-carload  shipments  have  been  stated, 
together  with  the  reasons  therefor  and  the  effect  upon  business 
interests.  It  is  especially  important  to  bear  in  mind  the  several 
economies  in  transportation  which  attend  the  shipment  of 
goods  in  carload  lots. 

We  have  seen  that  in  order  to  insure  the  economic  utiliza- 
tion of  car  capacity  and  to  secure  adequate  revenue,  the  carriers 
have  adopted  a  rather  elaborate  set  of  provisions  concerning 
minimum  carload  weights,  requiring  different  minima  accord- 
ing to  loading  capacity  of  cars,  kind  of  commodity,  and  pre- 
vailing size  and  volume  of  shipments. 
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The  progress  made  by  the  carriers,  with  the  approval  of 
the  Interstate  Commerce  Commission,  in  extending  the  mixing 
privilege  has  been  noted,  and  it  has  been  pointed  out  that  in 
spite  of  the  objection  of  local  jobbing  interests,  this  extension 
is  desirable  as  increasing  operating  economy  and  decreasing 
discrimination. 

In  conclusion,  the  close  relation  between  the  various  car- 
load provisions  and  the  classification  of  freight  should  be 
noted.  The  spread  between  carload  and  less-than-carload  rates 
is  in  reality  directly  connected  with  classification,  as  the  same 
commodity  when  shipped  in  carloads  may  be  given  a  classi- 
fication rating  of  from  one  to  three  classes  lower  than  when 
shipped  in  less-than-carload  quantities.  The  mixed  carload 
rules  are  intimately  associated  with  classification  matters  in 
that  the  rating  of  a  mixed  carload  is  involved,  and  under  the 
mixing  rule  the  several  articles  contained  in  the  car  are  given  a 
carload  rating  which  is  different  from  that  which  they  would 
receive  when  shipped  in  straight  cars.  The  same  may  be  said 
with  reference  to  their  minimum  carload  weights.  The  rules 
concerning  minimum  carload  also  have  an  important  bearing 
upon  the  classification  of  freight,  inasmuch  as  (i)  both  the 
classification  rating  and  the  minimum  carload  weight  depend 
to  an  important  extent  upon  the  weight  per  cubic  foot  of  the 
article,  and  (2)  a  reduction  of  the  minimum  carload  required 
may  partly  or  wholly  offset  an  increase  in  classification.  It  is 
an  advantage  to  a  shipper  to  be  able  to  receive  the  benefit  of 
a  carload  rating  on  a  smaller  shipment. 


CHAPTER  XIX 

FREIGHT  TARIFFS  AND  ROUTING 
Freight  Tariffs 

Definition. — A  freight  tariff  is  a  schedule  of  rates  or 
charges  for  transportation  or  other  services  performed  by  a 
raihvay.  It  generally  also  includes  a  statement  of  rules  and 
regulations  affecting  the  relation  between  rate  and  service.  It 
is  in  "tariffs"  that  the  shipper  finds  quoted  the  amount  that 
the  railway  charges  for  transportation.  They  are  price  lists 
of  railway  services. 

So  numerous  and  technical  are  railway  freight  tariffs  that 
it  is  essential  to  have  thoroughly  in  mind  the  meaning  of  the 
terms  used  to  designate  the  various  kinds. 

Classification  of  Tariffs. — To  begin  with,  tariffs  may  be 
classified  according  to  the  kind  of  traffic  or  service  to  which 
they  apply.  Thus  there  are  "class  tariffs,"  giving  rates  on 
classified  articles:  ist  class,  2nd  class,  etc.;  "commodity 
tariffs,"  giving  rates  on  specific  commodities  and  not  on  classes 
of  commodities;  and  "special  service  tariffs,"  as  switching 
tariffs,  and  tariffs  governing  refrigeration,  milling  in  transit, 
reconsignment,  etc. 

Again,  tariffs  are  classified  according  to  the  number  of 
lines  which  are  involved  in  the  transportation  service.  "Local 
tariffs"  quote  rates  which  apply  between  points  on  a  single 
railway  line.  "Joint  tariffs"  are  those  which  quote  rates  be- 
tween points  on  one  line  and  those  on  another  line.  Two  or 
more  railways  participate  in  making  joint  tariffs, 
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Then  there  are  "individual  tariffs"  and  "agency  tariffs." 
The  former  are  estabHshed  and  published  by  a  single  railway, 
while  the  latter  are  published  by  an  agent  for  a  group  of  rail- 
ways. Most  agency  tariffs  are  joint  tariffs,  but  in  territories 
where  local  rates  are  made  on  a  uniform  basis  (as  on  mileage), 
such  rates,  too,  are  often  published  as  agency  tariffs.  Thus 
the  distinguishing  feature  of  the  agency  tariff  is  that  it  involves 
the  concurrence  of  a  group  of  carriers. 

Finally,  we  must  note  that  some  tariffs  quote  "through 
rates,"  and  that  such  rates  may  be  made  up  in  various  ways. 
A  through  rate  is  one  which  embraces  the  total  freight  trans- 
portation charge  between  origin  and  destination  points. 
Through  rates  may  or  may  not  be  in  effect  between  two  given 
points.  If  there  is  a  through  rate,  it  may  be  local  or  joint, 
depending  upon  whether  or  not  more  than  one  road  is  involved. 

Whether  local  or  joint,  through  rates  may  or  may  not  1)e 
"combination  rates."  A  combination  through  rate  is  made 
by  combining  two  rates  published  in  separate  tariffs,  as  a 
through  rate  from  Chicago  to  Mobile  composed  of  the  sum  of 
a  local  rate  from  Chicago  to  Cairo  and  another  local  rate  from 
Cairo  to  Mobile. 

Finally,  combination  rates  may  or  may  not  be  "proportional 
rates,"  depending  on  whether  they  are  made  on  a  combination 
that  contains  one  part  which  is  established  only  as  a  basis  for 
constructing  other  rates.  Thus,  if  a  rate  is  made  from  Boston 
to  New  York  specifically  for  use  as  a  factor  in  making  rates 
to  points  beyond  New  York,  it  is  a  proportional  rate.  The 
only  purpose  is  to  use  it  in  making  a  through  combination 
rate,  and  it  is  not  applicable  on  traffic  which  terminates  at 
New  York.     It  is  merely  a  basing  rate. 

Government  Control  over  Issuance  of  Tariffs;  Interstate 
and  Intrastate  Tariffs. — One  of  the  most  impressive  facts 
about  railway  freight  tariffs  in  the  United  States  is  the  extent 
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to  which  the  shipper  is  protected  by  government  regulation 
of  their  form,  content,  and  publication.  Tariff  circular  18-A 
issued  by  the  Interstate  Commerce  Commission  prescribes 
that  tariffs  must  be  printed  and  be  of  a  certain  form  and 
size.  Important  parts  must  be  set  in  bold  type.  The  title 
page  must  be  in  a  prescribed  form  and  contain  a  full  des- 
cription of  the  general  nature,  territorial  application  of, 
and  authority  for,  the  tariff.  There  must  be  a  table  of  con- 
tents, and  an  index  of  commodities  when  commodity  rates 
are  given.  When  a  tariff  contains  changes  in  rates,  these 
must  be  specifically  indicated.  Directions  must  be  specific 
and  when  such  general  terms  as  "common  points"  or 
"grain  products"  are  used,  the  various  points  or  products 
must  be  listed.  If  mileage  rates  are  used,  an  official  list  of 
stations  and  distances  must  be  published. 

Various  rules  are  made  to  avoid  uncertainty  and  conflict 
in  published  rates.  If  a  commodity  rate  is  in  effect,  it  is  the 
rule  that  such  a  rate  supersedes  the  class  rate  and  is  the  only 
lawful  one.  The  shipper  is  given  opportunity  to  complain  of, 
or  to  adjust  himself  to  changes  by  requiring  that,  except  under 
special  permission  from  the  Commission,  rates  cannot  be 
changed  unless  notice  has  been  filed  and  published  for  30  days. 

Of  course,  tariffs  may  apply  to  interstate  or  intrastate 
traffic;  but  the  former  are  much  more  important.  If  the  traffic 
covered  by  the  rate  enters  more  than  one  state,  it  becomes 
interstate,  and  if  a  rate  which  is  established  between  two 
points  in  the  same  state  is  used  as  part  of  an  interstate  com- 
bination rate,  it  becomes  subject  to  interstate  control. 

All  tariffs  which  apply  to  interstate  traffic  must  be  filed 
with  the  Commission  and  must  be  published,  bearing  a  Com- 
mission number.  Moreover,  all  such  rates,  under  the  law  must 
be  posted  for  public  inspection  and  shippers  can  find  on  file  at 
any  station  all  rates  applicable  from  or  at  that  station.  Also, 
every  railway  posts  at  some  designated  station  or  stations  in 
one  or  more  states  through  which  it  passes  all  interstate  tariffs 
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from,  to,  or  via  all  stations  on  its  line.  Several  states  require 
the  posting  of  intrastate  rates  applying  in  such  states  at  desig- 
nated points  within  their  bounds.  In  addition,  each  carrier 
must  file  with  the  Commission  an  index  of  all  tariffs  which  it 
publishes  or  in  which  it  participates  (joint  rates). 

Interstate  rates  and  intrastate  rates  may  or  may  not  be 
published  in  the  same  tariff.  In  any  case  they  should  not 
be  confused.  In  some  states,  intrastate  tariffs  must  be  filed 
with  the  state  commission  before  becoming  effective,  but  in 
others  the  railways  have  merely  to  post  the  rate. 

Looking  up  or  "Checking"  a  Rate. — When  a  shipper  desires 
to  ascertain  the  rate  for  any  commodity  between  two  given 
points,  the  complete  procedure  may  be  as  follows : 

1.  Ascertain  what  railway  or  railways  connect  the  two 
points.  The  usual  source  of  this  information  is  The  Official 
Guide  of  the  Railways  atui  Steam  Navigation  Lines  of  the 
United  States,  Porto  Rico,  Canada,  Mexico,  and  Cuba. 
Several  routes  may  be  open.  The  choice  has  to  be  determined, 
as  will  be  discussed  further  on  in  this  chapter.  Here  attention 
is  merely  called  to  the  desirability  of  choosing  a  route  which 
involves  the  use  of  only  a  single  railway,  if  that  is  possible. 

2.  Having  determined  the  route,  ascertain  what  tariff  or 
tariffs  will  apply  on  shipments  over  that  route.  To  do  this 
consult  the  "Tariff  Index  Circular"  or  "List  of  Freight 
Tariffs"  of  the  initial  line — if  more  than  one  road  is  involved 
and  the  initial  line  is  determined  upon.  When  a  joint  tariff 
m/ast  be  used,  and  if  there  are  several  possible  initial  lines, 
while  the  destination  point  is  only  served  by  a  single  line,  it 
is  well  to  consult  the  tariff  index  of  the  delivering  carrier, 
as  it  will  contain  a  list  of  all  tariffs  to  the  destination  point. 

Tariffs  are  numbered  and  may  have  one  or  more  numbers 
according  to  where  they  are  filed.  Each  has  the  number  of 
the  individual  line  or  agency  which  files  it,  and  in  addition 
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may  have  an  Interstate  Commerce  Commission  number,  a 
state  commission  number,  and  a  Canadian  Railway  Commis- 
sion number  (e.g..  New  York,  Ontario  and  Western  joint 
freight  tariff  No.  103  also  bears  the  numbers  I.C.C.  No.  8742 
and  P.S.C.-Pa.i     No.  638). 

3.  Now  comes  the  important  question,  Is  there  any  coin- 
niodity  rate  effective  on  the  article  in  question?  If  there  is 
one,  it  will  probably  be  low^r  than  the  class  rate.  The  chances 
of  finding  one  are  good  if  the  article  is  one  of  the  heavy  low- 
grade  type  and  moves  in  carload  quantities.  The  tariff  index 
of  the  carrier  will  contain  a  section  listing  tariffs  which  quote 
nothing  but  commodity  rates.  If  the  article  is  not  covered 
by  a  special  commodity  tariff,  it  may  still  have  a  commodity 
rate  published  in  a  "class  and  commodity  tariff,"  and  when 
a  tariff  contains  both  class  and  commodity  rates,  a  list  of 
commodities  is  referred  to  in  the  table  of  contents. 

Commodity  rates,  when  applicable,  always  take  precedence 
over  class  rates,  unless  special  provision  is  made  for  their 
alternative  use. 

In  some  cases,  railways  issue  "exception  sheets,"  which 
modify  the  ratings  contained  in  the  classification.  These  ex- 
ceptions to  the  classification  take  precedence  over  the  classifi- 
cation proper,  and  if  the  tariff  refers  to  one,  it  must  l)e 
consulted. 

4.  Next,  obtain  a  copy  of  the  tariff — commodity  tariff, 
class  and  commodity  tariff,  or  class  tariff,  as  the  case  may  be — 
from  the  general  freight  agent  or  Tariff  Bureau  of  the  rail- 
way, and  ascertain  if  the  tariff  is  applicable  on  your  shipment 
in  so  far  as  the  question  of  interstate  or  intrastate  movement 
is  concerned.  This  can  be  inferred  from  the  presence  or 
absence  of  state  and  federal  tariff  numbers,  or  the  title  page 
may  contain  some  such  statement  as  "applicable  on  both  inter- 
state and  intrastate  traffic."     Consult  the  page  dealing  with 


'  Public   Service   Commission  of   Pennsylvania. 
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"Application  and  explanation  of  tariff,"  which  will  be  found 
listed  in  the  table  of  contents. 

5.  If  the  article  has  no  commodity  rate,  a  class  tariff  must 
govern,  and  the  next  step  is  to  determine  what  class  rating 
applies.  To  do  this  one  consults  the  Consolidated  Classifi- 
cation, unless  the  shipment  is  intrastate  and  there  is  a  state 
classification  which  governs.  In  any  case  the  tariff  specifies 
the  governing  classification.  In  the  classification  is  found  not 
only  the  class  number,  but  the  minimum  carload  and  other 
rules  and  regulations  of  importance.  By  changing  his  pack- 
ing, the  shipper  may  be  able  to  secure  a  lower  rating. 

6.  If  the  points  of  origin  and  destination  are  on  different 
roads,  a  joint  rate  is  involved,  and  if  the  shipper  desires  a 
routing  via  any  particular  junction  point  or  delivery  by  some 
particular  connecting  line,  he  should  ascertain  whether  the 
lowest  rate  is  applicable  over  the  desired  routing  or  not.  A 
low  commodity  rate  may  apply  only  via  some  one  of  several 
possible  junction  points;  and  several  tariffs  may  have  to  be 
consulted  if  there  are  several  connecting  lines  which  serve  the 
desired  destination.  If  a  through  commodity  rate  does  not 
apply  via  the  desired  junction,  the  shipment  must  move  under 
a  through  class  rate  or  the  lowest  combination  of  local  rates. 

7.  We  are  now  ready  for  the  last  ste^:) — the  finding  of  the 
rate  itself.  Here  we  must,  first,  be  sure  that  we  have  the 
latest  issue  of,  or  supplement  to,  the  tariff,  and  second  become 
familiar  with  the  scheme  of  quoting  the  rate.  As  to  the 
former  point,  it  is  to  be  remembered  that  as.  many  as  three 
supplements  may  be  in  effect  and  that  these  may  cancel  or 
change  the  original  rate  or  the  rules  governing  its  application. 
As  to  the  schemes  of  quoting  rates,  there  are  several  and  some 
are  complicated.    The  most  common  ones  are  as  follows : 

(a)  Rates  are  sometimes  quoted  in  cents  per  100  pounds, 
or  dollars  per  ton  between  specified  stations  or  groups  of 
stations.     Such  tariffs  are  illustrated  by  the  tables  in  Figs. 
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24a  and  24b,  the  first  being  a  class  tariff;  the  second,  a  com- 
modity tariff.  Thus,  if  station  No.  no  is  Bloomsbury,  N.  J., 
the  rate,  ist  class,  from  Weehawken  is  74  cents. 


FROM 

Stations  on  N.  Y.  0. 
and  W.  Ry. 

To  Stations^ 
Taking  Following 
Index  Numbers: 

RATES  IN  CENTS  PER  100  POUNDS 

CLASSES 

Index 
Nos. 

STATIONS 

T 

2 

3 

4 

5 

6 

Rule  25 

Rule  26 

13  to 
48    inc. 

Weehawken..  .  .  N.  J. 
Port  Jervis N.  Y. 

13  to     l8,  inc. .. 

ipand  20 

21  to  190,  inc  . .. 
191  to  278,  inc.  . . 
279  to  381,  inc.  . . 
382  to  405,  inc.  . . 
406  to  442,  inc. . . 

74 
63 

74 
84 
74 
84 
74 

63 

S5j 
63 

74 
63 
74 
63 

52^ 

46 

52* 

63 

S2i 

63 

52^ 

38 

34^ 

38 

49 

38 

49 

38 

315 

28 

31  5 

42 

315 

42 

31^ 

28 
24 
28 
38 
28 
38 
28 

5ih 

47 

53^ 

63 

S3f 

63 

S3§ 

42 

37 

42 

SOJ 

42 

50J 

42 

Fig.  24a.— A  Class  Tariff 

N.  Y.,  Ont.  &  W'n  Ry.  Joint  Freight  Tariff  No.  103  (4th  revision)  (I.C.C. 
No.  8742;  P.S.C.-Pa.  No.  638);  Class  rates  applying  from  stations  on  the  N.  Y., 
Ont.  &  W'n  Ry.  and  Unadilla  Valley  Ry.  to  stations  on  the  Central  R.  R.  of  N.  J., 
Del.   Lack.   &   W'n,   etc. 

Geographical  List  of  Stations  on  New  York  Central 

Railroad  Co.  to  which  Rates  Apply  and  Rates 

(From  Pa.  mines  on  N.  Y.,  Ont.  &  W'n  Ry.) 


STATIONS 

i) 

4) 
(U 

3 

0 
Pi 

Rates  per  2,240  lbs. 

Index 
Nos. 

rt  "•  J^ 

5     rn    ^ 

Pea 

0       'U 
3-0.2 

1-  ^  <u 

352 
353 
354 

Hudson  Division 

Main  Line 

130th  Street N.  Y. 

Ft.  Washington N.  Y. 

Inwood N.  Y. 

}■ 

$3.92 

S3.78 

X3.S0 

Fig.  24b. — A  Commodity  Tariff 

N.  Y.,  Ont.,  &  W'n  Ry.  Joint  and  Proportional  Freight  Tariff  No.  B.  37.7  (I.C.C. 
No.  8597,  C.  R.  C.  No.  711)  applying  on  Anthracite  Coal  and  Briquettes  in  car- 
loads. 


(b)  Instead  of  showing  rates  In  connection  with  the  list 
of  stations,  "rate  reference  numbers"  may  be  shown  and  a 
separate  table  of  rates  be  presented.  Thus  the  exhibits  in 
Figs.  25a  and  25b  show  that  the  rate   from  New  Roclielle, 
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N.  Y.,  to  Bridgeport,  Conn.,  (rate  reference  No.  8)  was  51 
cents  per  100  pounds,  ist  class. 

(c)  Sometimes  rates  are  quoted  on  a  mileage  scale  basis. 
It  is  then  necessary  to  consult  a  table  of  freight  distances  to 
determine  the  amount  of  the  rate  between  any  two  stations. 
Such  tables  are  published  by  the  carriers,  and  the  Official  Guide 
is  often  used.  Thus  according  to  the  table  shown  in  Fig.  26, 
the  rate  on  common  building  brick  between  any  two  stations 
involving  a  haul  of  not  less  than  20  miles  nor  more  than  25 
miles  would  be  6  cents  per  100  poimds.  The  exception  referred 
to  is  a  provision  that  the  rate  to  New  York  lighterage  points 
is  made  by  adding  an  arbitrary  of  3  cents  to  the  mileage  rate 
to  Harlem  River,  N.  Y. 

General  Comment  on  Use  of  Tariffs As  the  author  has 

elsewhere  written,  "Contrary  to  the  common  belief  it  is  gen- 
erally not  difficult  to  look  up  a  rate  when  the  route  is  not 
in  question.  Indexes  may  be  found  in  the  front  of  the  tariff 
which  list  the  stations  from  and  to  which  rates  are  quoted. 
To  ascertain  the  rate  the  shipper  merely  finds  the  station  from 
which  rates  are  desired  in  an  alphabetical  list  of  stations,  and 
then  refers  to  the  alphabetical  index  of  stations  to  which 
rates  apply.  An  index  number  is  often  prefixed  to  the  latter 
point  which  enables  one  to  turn  to  the  page  on  which  is  given 
the  rate  or  a  reference  number  to  a  table  of  rates.  A  little 
study  on  the  part  of  an  intelligent  person  will  enable  him  to 
look  up  a  rate  in  a  short  time.  The  real  difficulty  in  looking 
up  railway  rates  arises  from  the  fact  that  tariffs  are  con- 
stantly being  issued  and  cancelled  so  that  the  shipper  who  is 
not  an  expert  is  uncertain  as  to  whether  he  has  all  the  tariffs 
which  may  apply.  Some  through  rate  may  exist  of  which  he 
does  not  know,  or  there  may  be  a  choice  of  routes  of  which 
he  is  not  advised.    It  is  therefore  generally  the  part  of  wisdom 
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for  a  shipper  to  consult  an  expert  traffic  man  in  such  matters."'' 
For  those  who  desire  the  easiest  possible  way  to  ascertain 
approximate  rates,  various  unofficial  concerns  have  prepared 
"freight  rate  guides."  the  best  known  of  which  is  Hartman's 
Western  Freight  Rates.  These  enable  one  readily  to  look  up 
freight  rates  between  the  chief  points.  Another  convenient 
aid  is  found  in  the  "Rate  Bases  and  Billing  Instructions" 
issued  by  agents  for  various  fast  freight  lines.  These  give 
terminal  and  special  service  tariffs,  lists  of  stations  on  con- 
necting lines,  and  rate  bases  for  such  points,  and  many  rules 
and  regulations  concerning  routing  and  shipping  freight. 

It  is  impossible  to  learn  all  about  how  to  use  tariffs  from 
reading  about  them  in  a  book.  Much  experience  with  traffic 
and  rate  matters  is  required  to  make  the  expert  "rate  man." 
This  chapter,  however,  together  with  those  on  Classification 
and  Rate  Territories,  will  furnish  a  foundation  and  a 
knowledge  of  terminology  of  practical  value. 

The  Routing  of  Freight 

Importance  of  Routing. — The  matter  of  routing  freight, 
which  is  often  of  great  importance  to  the  shipper,  is  closely 
connected  with  tariffs.  When  there  is  only  one  line  of  trans- 
portation between  the  two  points  involved,  there  is  no  problem 
of  routing;  but  such  is  not  generally  the  case.  Not  infre- 
quently between  large  centers  there  may  be  at  least  a  dozen 
different  routes,  including  rail,  rail-and-water,  and  water 
routes.  Not  only  may  it  be  possible  to  ship  by  six  or  eight 
different  railway  lines,  but  several  of  the  railways  may  each 
be  able  to  handle  the  shipment  by  two  or  more  different  routes, 
no  two  of  which  may  be  exactly  the  same  in  the  time  required, 
and  some  of  which  may  involve  a  greater  charge  than  others, 
either  in  the  shape  of  a  higher  rate  or  additional  charges  for 
terminal  services,  etc. 


'  Haney,   Railway    Traffic   and    Rates    (Philaddphia,    1921.} 
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Chief  Factors  in  Routing. — In  brief  outline,  the  chief 
factors  which  have  to  be  considered  in  choosing  the  route  are 
as  follows : 

1.  The  rate.  Routing  is  often  detennined  by  the  fact  that 
a  lower  rate  is  secured  over  one  route  than  another.  Often 
there  is  a  possibility  of  shipping  by  some  combination  of  rail 
and  water  at  a  saving  in  the  freight  charges.  By  one  route 
there  may  be  a  through  rate  which  is  lower  than  the  combina- 
tion of  local  rates  which  would  apply  on  other  routes.  Between 
Chicago  and  New  York  there  are  ''standard"  lines  and  "dif- 
ferential" lines,  the  latter  offering  lower  rates.  From  the 
New  York  rate  group  in  Trunk  Line  Association  Territory  it 
has  been  the  case  that  freight  routed  over  the  Ulster  and 
Delaware  Railway  via  Kingston,  N.  Y.,  would  take  the  New 
York  rate  plus  an  arbitrary,  while  if  the  freight  were  routed 
by  Oneonta,  N.  Y.,  it  would  take  the  Albany  rate  plus  an 
arbitrary. 

2.  Time  required  for  delivery.  In  many  cases  the  shipment 
must  go  through  as  quickly  as  possible,  and  it  may  then  be 
desirable  to  ship  over  the  route  which  insures  the  quickest 
delivery,  even  though  the  rate  is  higher.  This  often  prevents 
the  use  of  rail- water  routes,  and  the  more  circuitous  all-rail 
ones  or  those  which  involve  transfers. 

3.  Location  of  terminals.  The  freight  station  or  the  team 
track  of  one  railway  may  be  nearer  to  the  consignee  than  those 
of  several  others  which  might  be  used,  and  in  this  case  the 
convenience  for  inspecting  the  shipment  on  arrival  and  the 
cartage  charges  may  be  a  decisive  factor. 

4.  Damage  to  shipment.  Some  routes  involve  so  much 
switching  or  transfer  that  their  use  increases  the  likelihood 
that  freight  will  be  damaged  in  transit.  It  may  be  that  the 
carrier  in  question  does  not  have  so  good  a  reputation  for  care- 
ful handling  of  freight.  Especially  when  the  goods  are  fragile, 
this  factor  will  be  important. 
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5.  Availability  of  special  serz'ices.  Of  several  routes  that 
may  be  possible,  one  only  may  make  available  certain  special 
facilities  or  services  such  as  elevators  or  arrangements  for  mill- 
ing in  transit. 

6.  Routes  differ  in  the  courtesy,  reliability,  and  general 
efficiency  of  service  on  the  part  of  the  companies  involved. 
Some  companies  have  a  just  reputation  for  prompt  and  satis- 
factory dealing  with  such  matters  as  loss  and  damage  claims 
and  tracing  shipments,  to  say  nothing  of  promptness  of  sup- 
plying adequate  equipment. 

7.  Embargoes  may  exist  on  some  routes. 

What  a  Shipper  Should  Know  about  Routes Each  of 

the  foregoing  factors  has  its  importance,  depending  upon  the 
kind  of  shipment  and  the  requirements  of  the  shipper  or  con- 
signee. The  choice  of  the  route  cannot  be  left  to  the  carrier. 
Not  infrequently  the  carrier's  agent  through  ignorance  or 
carelessness  gives  incorrect  advice,  while  the  self-interest  of  the 
carrier  may  lead  it  to  favor  some  one  connecting  line  over 
another,  or  to  route  the  shipment  in  such  a  way  as  to  insure 
the  longest  haul  over  its  own  line  when  transfer  to  a  con- 
nection at  some  nearby  junction  point  would  afford  the  best 
route. 

It  is  highly  important,  therefore,  that  the  shipper  should 
be  well  posted  in  a  number  of  ways.  He  should  know  all  the 
possible  routes  between  the  points  of  origin  and  destination. 
He  should  also  know  all  the  factors  which  bear  upon  the 
relative  desirability  of  these  routes,  such  as  the  various  joint 
and  combination  rates  which  obtain,  shipping  tirpe,  the  number 
of  times  less-than-carload  freight  has  to  be  handled,  the  sched- 
ules of  merchandise  cars,  and  the  location  of  terminals  with 
reference  to  the  consignee's  place  of  business.  He  should  also 
be  advised  of  congested  conditions  or  embargoes  which  may 
affect  any  particular  route.     Finally,  there  is  the  question  of 
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his  rights  under  the  law.  As  we  shall  see,  there  are  laws  and 
many  Commission  rulings  pertaining  to  this  matter.  These 
various  things  traffic  men  will  partly  learn  from  a  study  of 
the  tariffs  and  basing  and  billing  books  issued  by  the  carriers, 
but  partly  only  by  experience.  The  chief  service  that  can  be 
rendered  by  a  book  such  as  this  is  to  outline  the  rights  and 
duties  of  the  parties  interested  in  the  shipment. 

The  Shipper's  Rights — In  general,  we  may  say  that  the 
shipper  has  the  right  to  determine  the  routing  of  his  ship- 
ment, including  its  movement  over  connecting  lines  and  the 
terminal  delivery.  He  should  indicate  on  the  bill  of  lading 
what'  route  he  desires  to  follow,  and  it  is  the  duty  of  the 
carrier  to  observe  it  if  practicable.  For  example,  a  carload 
of  lumber  was  shipped  from  a  North  Carolina  point,  billed  to 
the  West  Eighth  Street  station  at  Bayonne,  N.  J.  It  moved 
over  the  Southern  and  Pennsylvania  railways  as  routed,  but 
upon  arrival  at  Bayonne  it  was  delivered  by  the  Pennsylvania 
to  a  short  terminal  railway  which  does  not  serve  the  West 
Eighth  Street  station.  This  made  necessary  an  extra  move- 
ment over  the  Central  of  New  Jersey,  which  was  the  only 
carrier  that  could  make  the  required  delivery.  The  Inter- 
state Commerce  Commission  held  that  the  shipment  had  been 
misrouted  by  the  Pennsylvania  and  that  carrier  was  required 
to  refund  to  the  shipper  the  excess  charges  together  with  the 
interest  thereon.^ 

The  Interstate  Commerce  Act  provides  that  when  there 
are  two  or  more  through  routes  and  through  rates,  the  shipper 
"shall  have  the  right  to  designate  in  writing  by  which  of  such 
through  routes  such  property  shall  be  transported  to  desti- 
nation, and  it  shall  thereupon  be  the  duty  of  the  initial  carrier 
to  route  said  property  and  issue  a  through  bill  of  lading  there- 
for as  so  directed."    The  shipper  may  direct  terminal  routing 

^S9  IC.C.  139. 
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or  delivery  on  shipments  going  beyond  the  line  of  the  initial 
carrier  and  his  directions  must  be  observed. 

Limitations  on  the  Shipper's  Rights. — A  number  of  re- 
strictions, however,  limit  the  shipper's  right  to  determine  rout- 
ing. In  the  first  place,  the  Interstate  Commerce  Commission 
retains  great  power  over  the  routing  of  freight.  Whenever 
the  Commission  is'  of  the  opinion  that  any  railway  engaged  in 
interstate  commerce  is  unable  to  transport  traffic  offered  to  it 
so  as  properly  to  serve  the  public  it  may  make  such  changes 
in  the  routing  of  the  traffic  as,  in  its  opinion,  will  best  pro- 
mote service  of  the  public*  In  1922,  when  there  was  great 
congestion  on  the  railways,  the  Commission  acted  under  this 
authority  and  authorized  the  railways  to  handle  freight  over 
the  least  congested  routes  no  matter  what  routing  had  been 
designated  by  the  shipper. 

In  case  of  physical  necessity,  too,  the  carriers  may  forward 
freight  over  any  route  between  points  of  shipment  and  the 
point  of  destination,  regardless  of  the  shipper's  routing  in- 
structions. When  a  connecting  line  is  obstructed,  as  by  a  flood 
or  washout,  the  initial  carrier  may  advise  the  shipper  and 
secure  instructions  as  to  new  routing,  meanwhile  charging 
local  rates  to  the  junction  and  beyond. 

Another  point  to  observ^e  is  that  if  the  tariff  under  which 
the  goods  are  shipped  specifies  a  certain  routing,  the  rate  ap- 
plies only  to  that  route  and  may  not  apply  via  routes  which 
are  not  specified. 

Of  course  there  is  no  choice  in  routing  when  there  is  only 
one  route  available,  and  the  right  given  to  the  shipper  under 
the  Interstate  Commerce  Act  to  designate  in  writing  by  which 
through  route  his  property  shall  be  transported  applies  only 
when  "two  or  more  through  routes  and  through  rates  shall 
have  been  established  as  in  this  act  provided  to  which  through 
routes  and  through  rates  such  carrier  is  a  party." 


*  Interstate  Commerce  Act,  Section  I,  par.   i6. 
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The  Carrier's  Duties  as  to  Routing. — Subject  to  the  fore- 
going limitation,  not  only  has  the  shipper  the  right  to  deter- 
mine his  routing,  but  the  law  steps  in  to  protect  him  in  several 
ways.  In  the  absence  of  specific  through-routing  instructions 
by  the  shipper,  it  is  the  duty  of  the  carrier  to  route  shipments 
by  the  cheapest  reasonable  way,  and  when  the  carrier  sends 
shipments  via  routes  that  are  more  expensive  than  others 
available  (whether. designated  by  the  shipper  or  not),  the  ex- 
cess may  be  refunded  as  an  overcharge.  Thus,  if  the  freight  is 
not  routed  by  the  shipper  and  if  no  through  rate  is  in  effect,  it 
is  provided  that  the  lowest  combination  of  rail  rates  between 
any  two  points  shall  apply  over  all  rail  routes  of  the  same  class 
between  such  points. 

For  example,  in  a  case  decided  in  1920,  it  appeared  that 
two  routes  were  available,  in  connection  with  the  Chicago, 
Burlington  and  Ouincy,  between  Milwaukee  and  a  certain 
town  in  Iowa,  one  via  Sterling,  111.,  over  which  a  joint  5th 
class  rate  of  27  cents  was  applicable,  and  another  via 
Chicago  over  which  a  combination  of  commodity  rates  was 
in  effect,  aggregating  18.75  cents.  The  shipper  delivered 
a  carload  of  oatmeal  at  Milwaukee  without  any  specific  routing 
and  the  railway  hauled  the  car  via  Sterling  charging  him  the 
higher  class  rate.  The  Commission  decided  that  in  the 
absence  of  specific  routing  instructions  it  was  the  duty  of  the 
carrier  to  forward  the  shipment  via  the  cheapest  available 
route  consistent  with  the  instructions  given,  which  in  this  in- 
stance was  via  Chicago.^ 

Another  point  to  note  here  is  that  even  when  the  Commis- 
sion re-routes  freight  under  the  emergency  powers  given  by 
the  Interstate  Commerce  Commission  Act  the  rate  which  applies 
over  the  route  that  was  designated  by  the  shipper  will  be  pro- 
tected, and  in  case  the  shipper  designates  no  route,  the  rate 
will  be  that  applying  over  the  cheapest  route. 

Carrier's  Duty  to  Advise  Shipper. — It  is  the  carrier's  duty 
to  advise  the  shipper  correctly  concerning  the  rates  applying 

•S9    I.    C.    C.     163. 
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over  different  available  routes.  Thus,  a  shipper  of  crushed 
stone,  located  at  a  point  near  Joplin,  Mo.,  shipped  over  the 
Missouri,  Kansas  and  Texas  two  carloads  to  Lincoln,  Neb., 
and  was  advised  by  the  carrier's  agent  at  Joplin  that 
a  rate  of  7.5  cents  would  apply,  this  rate  being  the  same  as 
that  in  force  on  other  routes  from  Joplin,  As  a  matter  of 
fact,  the  carrier  assessed  a  charge  of  13.5  cents,  this  being  the 
joint  Class  E  rate  which  was  properly  applicable.  The  Com- 
mission ruled  that  the  shipment  had  been  misrouted  by  the 
carrier  and  that  reparation  was  due  to  the  shipper  on  the 
ground  that  if  the  station  agent  had  directed  his  attention  to 
the  fact  that  the  7.5-cent  rate  did  not  apply  over  the  route 
specified,  he  might  have  secured  the  benefit  of  a  combination 
rate  of  10  cents,  composed  of  rates  of  2.5  cents  into  Joplin, 
Mo.,  and  7.5  cents  from  Joplin  to  Lincoln,  Neb. 

If  both  all-rail  and  rail-water  routes  are  available,  it  is  the 
carrier's  duty  to  ascertain  from  the  shipper  which  kind  of  rout- 
ing he  desires,  but  it  is  apparently  not  necessary  that  the  carrier 
should  route  rail-water  unless  required  to  do  so  by  the  shipper. 

Bill  of  Lading  Must  Be  Feasible. — It  is  one  of  the  carrier's 
obligations  to  see  that  the  bill  of  lading  is  so  executed  as  to 
be  feasible.  The  carrier  should  refrain  from  executing  a  bill 
of  lading  which  contains  provisions  that  cannot  lawfully  be 
complied  with  or  are  contradictory.  When  a  shipper  noted  a 
through  rate  on  his  bill  of  lading  which  did  not  apply  via  the 
route  he  specified,  and  the  carrier's  agent  did  not  advise  him 
of  the  fact,  the  carrier  was  required  to  refund  for  the  high 
charges  that  resulted  from  following  the  route  specified.  Not 
infrequently,  through  some  mistake  on  the  part  of  the  shipper, 
the  bill  of  lading  specifies  a  routing  and  a  rate  which  are  in 
conflict,  in  that  the  rate  given  does  not  apply  over  the  route 
specified.  In  such  cases  the  carrier's  agent  is  obligated  to 
find  out  from  the  shipper  which  of  the  two  conflicting  instruc- 
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tiorrs  should  be  followed,  and  the  carrier  will  be  held  re- 
sponsible for  damages  if  the  agent  fails  to  take  this  course. 
Should  the  carrier  with  reasonable  diligence  fail  to  get  in- 
structions, it  is  its  duty  to  forward  the  shipment  by  the  route 
specified  in  the  bill  of  lading,  assessing  the  correct  rate  in 
force  over  that  route.® 

Routing  Sometimes  Best  Left  to  Carrier Sometimes  it 

is  better  to  leave  the  routing  of  the  freight  to  the  carrier.  At 
least,  the  shipper  has  been  held  responsible  for  the  assessing 
of  a  higher  rate  when  it  resulted  from  his  own  specific  routing. 
This  is  illustrated  by  the  Dort  Motor  Car  Company  case  (59 
I.C.C.  374).  Thirty-five  carloads  of  gasoline  engines  were 
shipped  from  Williamsport,  Pa.,  to  Flint,  Mich.,  moving  over 
the  Pennsylvania  Railroad  to  Buffalo,  and  over  the  Pere  Mar- 
quette Railway  beyond.  No  joint  freight  rate  applied  over 
this  route,  and  a  combination  5th  class  rate  of  32.6  cents  was 
collected.  Lower  joint  rates  of  22.2,  cents  were  in  force  via 
several  other  routes,  but  when  the  shipments  moved,  these 
other  routes  were  embargoed  on  account  of  congestion  of 
traffic.  Presumably  on  this  ground,  the  shipper  had  specifically 
instructed  that  the  routing  should  be  that  which  was  actually 
taken.  In  spite  of  the  higher  rate,  therefore,  the  Commission 
dismissed  the  complaint. 

The  Commission's  Power  over  Routing The  Trans- 
portation Act  of  1920  gave  the  Interstate  Commerce  Com- 
mission increased  power  with  regard  to  routing.  As  already 
noted,  in  emergency  the  Commission  can  determine  the  rout- 
ing of  freight  and  it  can  open  new  through  routes.  It  can 
also  direct  the  route  which  traffic  shall  take  after  it  arrives 
at  the  terminus  of  one  carrier  or  at  the  junction  point  of 
another  carrier,  when  the  traffic  is  not  routed  by  the  shipper. 

•  Conference  Ruling,  474  c. 


CHAPTER  XX 

CHIEF  FREIGHT  RATE  TERRITORIES  AND 
TRAFFIC  ASSOCIATIONS 

Railway  Geography. — We  have  seen  that  the  railways  of 
the  United  States  may  be  divided  into  groups  either  on  a 
purely  geographical  basis  or  upon  the  basis  of  their  operating 
and  traffic  characteristics,  and  the  chief  groups,  according  to 
the  latter  basis,  have  been  discussed.  These  groups  are  fun- 
damental, resting  as  they  do  upon  industrial  and  physiographic 
conditions.  In  addition  to  these  groups,  however,  there  are 
others  which  are  more  immediately  connected  with  rate  making 
problems  and  the  basis  for  wdiich  lies  in  the  uniformity  of 
freight  rates.  To  a  great  extent  the  freight  rate  territories 
are  similar  to  the  areas  already  discussed,  but  there  are  some 
differences  and  subdivisions. 

Attention  is  again  called  to  the  importance  of  the  general 
subject  of  railway  geography.  The  rate  territories  about  to 
be  mentioned  are  in  many  respects  more  important  than  states, 
but  do  not  conform  to  state  lines.  The  making  of  railway 
freight  rates  within  these  territories  has  a  profound  effect 
upon  the  industrial  and  economic  well-being  of  the  population 
therein,  and  it  would  be  well  if,  in  this  democracy  of  ours,  the 
citizens  were  more  generally  familiar  with  the  fact  that  they 
live  not  only  in  some  particular  state  but  also  in  some  railway 
freight  rate  territory  and  are  subject  to  the  laws  of  the  latter 
in  a  very  real  sense. 

The  Chief  Rate  Territories. — The  United  States  is  divided 
mto  seven  chief  freight  rate  territories  (Fig.  27).    The  differ- 
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ent  sections  of  the  country  have  different  traffic  and  operating 
conditions,  depending  upon  different  chmates,  soil,  mineral  re- 
sources, population,  and  industrial  development.  Accordingly, 
the  carriers  operating  in  the  different  sections  have  been  led  to 
establish  freight  rate  structures  which  are  adapted  to  local  con- 
ditions ;  and  competition,  combined  with  government  regula- 
tion, has  practically  compelled  uniformity  within  each  territory. 
The  establishment  of  these  rate  structures  within  the  several 
territories  has  been  effected  by  traffic  associations  or  traffic 
bureaus,  representing  the  various  railway  companies  concerned. 
Each  territorial  rate  structure  has  a  characteristic  rate  basis 
or  group  of  rate  bases,  which  will  be  analyzed  and  described 
in  the  several  chapters  following. 

1.  New  England  Freight  Association  Territory. — The  first 
of  the  freigl"kt  rate  territories  to  be  mentioned  is  that  of  the 
New  England  Freight  Association,  a  territory  which  coincides 
almost  exactly  with  that  occupied  by  the  New  England  group 
of  railways.  This  territory  includes  all  of  the  New  England 
states  and  a  few  points  in  New  York  which  lie  east  of  the 
Hudson  River.  These  New  York  points  lie  on  the  Boston 
and  Albany,  the  Boston  and  Maine,  and  the  New  Haven,  but 
do  not  include  New  Rochelle,  N.  Y.,  on  the  last-named  road, 
nor  points  west  thereof. 

2.  Trunk  Line  Association  Territory. — The  territory  in 
which  the  Trunk  Line  Association  makes  rates  does  not  coin- 
cide with  that  occupied  by  the  Trunk  Lines  discussed  in  a  pre- 
ceding chapter,  but  includes  the  eastern  half  of  that  territory, 
all  the  anthracite,  and  part  of  the  Pocahontas  roads.  The  entire 
territory  occupied  by  the  Trunk  Lines  is  too  large  and  diver- 
sified to  be  handled  under  one  rate  structure.  In  general,  it 
may  be  said  that  the  Trunk  Line  Association  rate  territory 
includes  the  eastern  half  of  the  area  between  New  York  and 
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Chicago.  To  be  more  precise,  this  territory  hes  west  of  the 
New  England  Freight  Association's  territory,  south  of 
Canada,  and  has  as  its  western  boundary  a  hne  drawn  from 
Buffalo  through  Salamanca,  N.  Y.,  to  Pittsburgh  and  thence 
through  Wheeling,  W.  Va.,  to  Kenova  on  the  Kentucky- 
West  Virginia  line.  The  southern  boundary  runs  east  from 
Kenova  through  Roanoke  and  Petersburg,  Va.,  to  Norfolk. 
The  territory  thus  includes  all  of  New  Jersey,  Delaware,  and 
Maryland,  and  all  but  a  small  western  slice  of  New  York, 
Pennsylvania,  and  West  Virginia.  The  northern  half  of  Vir- 
ginia is  also  included. 

The  "Buft'alo-Pittsburgh  line"  is  one  of  the  most  impof» 
tanti  boundaries  on  the  railway  traffic  map,  and  marks  the 
division  between  the  railways'  east  and  middle  west.  Buffalo 
is  at  the  head  of  lake  navigation  and  is  the  point  where  grain 
moving  by  rail  and  lake  is  transshipped;  Pittsburgh  is  at  the 
head  of  navigation  on  the  Ohio  River;  consequently,  to  the 
west  of  the  line  referred  to  water  competition  introduces  4 
new  factor. 

It  will  be  noted  that  the  southern  boundary  extends  through 
"the  Virginia  cities"  and  lies  south  of  the  Potomac  Rivei*. 
These  cities  are  the  rail  gateways  to  the  South,  and  it  has  long 
been  a  practice  to  base  rates  upon  them. 

3.  Central  Freight  Association  Territory. — The  western 
half  of  the  Trunk  Lines  is  covered  by  the  Central  Freight 
Association  Territory,  which  extends  from  the  Buffalo-Pitts- 
burgh line  to  the  Mississippi  River,  including  Chicago  and  St. 
Louis.  To  be  more  exact,  however,  it  must  be  noted  that  the 
eastern  boundary  of  Central  Freight  Association  Territory 
differs  somewhat  from  the  western  boundary  of  the  Trunk  Line 
Association  Territory,  in  that  at  the  southern  end  it  overlaps, 
slightly  extending  from  Point  Pleasant,  W.  Va.,  to  Gauley 
in  the  same  state.     On  the  south  this  territory  is  bounded  by 
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a  line  running  from  Gauley,  W.  Va.,  to  Ashland,  Ky.,  thence 
down  the  Ohio  River  to  the  Mississippi,  but  including  the  cities 
of  Louisville  and  Paducah,  Ky.  The  western  boundary  fol- 
lows the  west  bank  of  the  Mississippi  River  north  to  East 
Burlington,  111.,  and  thus  includes  the  city  of  St.  Louis.  Thence 
the  line  runs  through  Peoria  and  Joliet,  III,  to  Chicago  and 
along  the  western  shore  of  Lake  Michigan  to  Manistique.  On 
the  north  the  territory  is  bounded  by  the  Straits  of  Mackinac 
and  Lake  Huron.  It  includes  Ontario  south  of  a  line  drawn 
from  Sarnia  to  Toronto.' 

4.  Southern  Freight  Association  Territory. — The  articles 
of  association  of  the  Southern  Freight  Association  provide 
that  its  jurisdiction  shall  include  the  railways  east  of  the  Mis- 
sissippi River  and  south  of  the  Ohio  River  whose  rates  are 
governed  by  the  Southern  Classification.  The  territory,  there- 
fore, is  much  the  same  as  Southern  Classification  Territory 
(see  page  329),  and  embraces  the  old  South.  It  covers  all 
of  the  following  states :  North  Carolina,  South  Carolina, 
Georgia,  Florida,  Alabama,  Mississippi,  and  Tennessee.  The 
greater  part  of  Kentucky  also  falls  under  the  jurisdiction  of 
the  Southern  Freight  Association  as  does  a  large  part  of 
Virginia,  and  a  small  part  of  southeastern  Louisiana. 

No  part  of  West  Virginia  is  included;  nor  is  the  line  of 
the  Chesapeake  and  Ohio  in  Kentucky.  In  Virginia,  the  asso- 
ciation's jurisdiction  is  complete  south  of  the  line  of  the 
Norfolk  and  Western  railway  running  through  Lynchburg 
and  Roanoke  (see  Figs.  15  and  30),  and  extends  over  the 
lines  of  the  Atlantic  Coast  Line,  the  Southern,  the  Seaboard 
Air  Line,  and  the  Norfolk  and  Southern. 

Within  Southern  Freight  Association  Territory  there  are 
three  chief  rate  adjustment  territories,  which  correspond  to 
some  extent  with  three  freight  associations  which  the  Southern 
Association  has  superseded. 
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1.  Southeastern  Territory,  lying  south  of  Kentucky,  west 
of  North  Carohna  and  South  Carohna,  and  east  of  a  Hne 
from  Paducah,  Ky.,  through  Jackson  and  Meridian,  Miss., 
to  Mobile,  Ala. 

2.  Carolina  Territory,  embracing  North  and  South  Caro- 
lina and  part  of  Virginia  lying  south  of   the  line  of  the 

■  Norfolk  and  Western  railway  from  Bristol,  Tenn.,  through 
Lynchburg  and  Roanoke  to  Norfolk. 

3.  Mississippi  Valley  Territory,  lying  west  of  Southeastern 
Territory,  and  east  of  the  Mississippi  River  (see  Fig.  30). 
Mississippi  Valley  Territory  includes  a  small  part  of  western 
Kentucky  and  of  eastern  Louisiana. 

5.  Western  Trunk  Line  Committee  Territory. — The  terri- 
tory of  the  Western  Trunk  Line  Committee  embraces  a  large 
area  west  of  Lake  Michigan,  centering  around  the  Missouri 
River  valley.  Its  territorial  boundaries  are  indefinite,^  but  it 
may  be  said  to  include  northwestern  Illinois,  Wisconsin,  north 
Michigan,  Minnesota,  Iowa,  Missouri,  Kansas,  Nebraska,  and 
partial  jurisdiction  in  North  Dakota,  South  Dakota,  Colorado, 
Wyoming,  and  part  of  Utah.  The  bulk  of  this  territory  cor- 
responds with  that  occupied  by  the  Granger  lines. 

6. .  Southwestern  Freight  Bureau  Territory. — This  ter- 
ritory is  distinct  only  for  certain  classes  of  traffic.     Its  chief 


'  Perhaps   the  best   way  to   indicate  the  territory   of    this  association    is  to   list   the 
member  railways,  which  are  as  follows: 

Atchison.   Topeka  &   Santa   Fe  R'y-  Illinois    Central    R.    R. 

Chicago   &   Alton   R.    R.  Kansas    City    Southern    R'y. 

Chicago  &  North  Western  R'y.  Los    Angeles    &    Salt    Lake    R.    R. 

Chicago,    Burlington   &   Ouincy    R.    R.  Minneapolis  &   St.    Louis    R.    R. 

Chicago  Great  Western   R.   R.  Minneapolis,   St.   Paul   &   Sault   Ste.   Marie 

ciiicago,    Milwaukee  &   Gary   R'y.  R'y. 

Chicago,    Milwaukee   &    St.    Paul    R'v.  Missouri,    Kansas   &  Texas   R'y. 

Chicago,    Rock    Island    &    Pacific    R'v.  Missouri    Pacific    R.    R. 

Chicago,    St.    Paul,    Minneapolis    &   Omaha       Oregon   Short   Line  R.   R. 

R'y_  Quincy,   Omaha   &   Kansas    City   R.    R. 

Colorado    Southern    R'y.  St.   Joseph    &    Grand    Island    R'y. 

Denver  &  Rio  Grande  Western   R.   R.  St.    Louis-San    Francisco   R'y. 

Elgin,    Toliet   &   Eastern   R'y.  Union   Pacific   R.    R. 

Ft.   Dodge,   Des  Moines  &  Southern  R.  R.      Wabash  R'y. 
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significance  is  for  interstate  traffic  between  points  in  Oklahoma, 
Arkansas,  Texas,  and  Louisiana  (west  of  the  Mississippi 
River),  and  may  be  said  to  occupy  the  states  mentioned. 
Southwestern  Freight  Bureau  rates  also  apply  on  traffic  from 
Chicago  and  St.  Louis  Territory  into  southeastern  Missouri 
points. 

7.  Transcontinental  Freight  Bureau  Territory. — ^This 
territory,  roughly  speaking,  occupies  the  Pacific  slope,  extend- 
ing from  the  Canadian  boundary  on  the  north  to  the  Mexican 
border  on  the  south.  The  eastern  edge  follows  the  eastern 
and  southern  boundaries  of  Montana,  straight  across  Idaho 
to  the  Oregon  line;  thence  south  on  the  Idaho-Oregon  line  to 
Nevada;  thence  southeast  along  an  irregular  line  drawn  just 
west  of  Salt  Lake  City,  Utah,  and  Albuquerque,  N.  M.,  to  the 
neighborhood  of  El  Paso,  Tex. 

The  chief  significance  of  the  Transcontinental  Freight 
Bureau,  however,  is  not  territorial  but  lies  in  the  traffic  over 
which  it  has  jurisdiction.  It  concerns  traffic  between  the  entire 
eastern  part  of  the  United  States  (east  of  Arizona,  Utah, 
Wyoming,  and  North  and  South  Dakota)  and  Pacific  Coast 
and  intermediate  points.  It  does  not  have  jurisdiction  7i.'itliin 
the  territory  as  defined  in  the  preceding  paragraph,  but  be- 
tween that  territory  and  eastern  territory  as  described  above. 

The  Pacific  Freight  Tariff  Bureau  issues  tariffs  covering  a 
territory  lying  west  of  a  line  from  Cheyenne,  Wyo.,  to  El 
Paso,  and  south  of  a  line  from  San  Francisco  through  Ogden 
to  Cheyenne.  It  thus  includes  all  of  Arizona,  large  parts  of 
California,  Nevada,  and  Utah,  and  smaller  portions  of  Wyom- 
ing, Colorado,  and  New  Mexico.  Its  jurisdiction  also  em- 
braces a  strip  of  the  Pacific  Coast  from  San  Francisco  to 
Portland,  Ore. 
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The  North  Pacific  Coast  Freight  Bureau  publishes  local 
and  interstate  rates  between  points  in  Washington,  Oregon, 
and  Idaho. 

Minor  Rate  Territories. — The  foregoing  freight  rate  terri- 
tories cover  the  whole  area  of  the  United  States.  The  chief 
ones  of  these  territories  will  be  taken  up  in  the  following 
chapters  and  the  main  characteristics  of  the  rate  structures 
therein  examined. 

It  must  not  be  supposed,  however,  that  the  foregoing  are 
the  only  rate  territories  in  existence.  As  a  matter  of  fact, 
lying  within  the  seven  great  areas  there  are  scores  of  minor 
divisions  or  territorial  groupings  made  for  various  special 
purposes.  These  are  variously  known  as  "common  point 
territories,"  "prorating  territories,"  "percentage  territories," 
and  "rate  groups."  Thus  there  is  the  Texas  Common  Point 
Territory  which  occupies  the  whole  eastern  half  of  Texas  and 
which  is  so  called  because  it  contains  the  points  at  which 
various  rail  carriers  from  the  North,  East,  and  Gulf  compete 
for  traffic.  Rates  between  any  point  in  this  territory  and 
points  lying  east  of  the  Missouri  and  Mississippi  rivers  are 
generally  the  same.  To  the  west  of  Texas  Common  Point 
Territory  hes  a  "differential  territory,"  to  which  rates  are 
made  by  adding  arbitrary  amounts  to  the  common  point  rates. ^ 

In  Trunk  Line  Association  Territory,  as  we  shall  see,  there 
are  various  separate  rate  groups  for  traffic  with  points  in 
Central  Freight  Association  Territory,  such  as  the  Albany 
rate  group,  Syracuse  rate  group,  etc. 

These  minor  territorial  divisions  are  mentioned  merely  to 
guard  the  reader  against  the  idea  that  the  seven  great  rate  ter- 
ritories constitute  the  whole  of  railway  rate  geography. 


*  For  a  brief  description  of  the  Texas  rate  structure  see  Haney,   "Railway   Regula 
tion   in  Texas,"  Journal  of  Political  Economy,   vol.   XIX,   pages   441-447. 
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Freight  Traffic  Associations  and  Agency  Tariffs. — In  the 
Official  Classification  Territory  an  organization  known  as  the 
Traffic  Executive  Association  exists.  It  represents  Traffic 
Executive  Committees  in  New  England,  Trunk  Line  Ter- 
ritory, and  Central  Freight  Association  Territory.  Each  one 
of  these  Traffic  Executive  Committees,  in  turn,  has  undei"  its 
supervision  a  Freight  Association  and  a  Passenger  Associa- 
tion. Much  the  same  situation  is  found  in  the  other  two  great 
classification  territories.  Thus  in  each  of  the  chief  rate- 
making  territories  described  in  the  foregoing  pages,  there  is 
a  "Freight  Traffic  Association"  comprising  most  of  the  rail- 
ways in  the  territory.  These  associations  deal  with  such  traffic 
and  rate  matters  as  may  be  handled  jointly.  Their  function 
is  to  deal  cooperatively  with  the  establishment  and  publication 
of  rates,  the  division  of  interterritorial  through  rates,  freight 
inspection,  and  traffic  rules  and  regulations. 

Functions. — Their  chief  function  is  the  control  of  joint 
through  rates,  which  necessitate  the  concurrence  of  connect- 
ing lines,  thus  requiring  joint  action.  These  rates  are  published 
in  the  so-called  "agency  tariffs,"  which  are  issued  by  some  one 
of  the  association  officers — generally,  though  not  always,  the 
chairman — acting  as  the  agent  for  the  associated  lines.  As 
a  result  of  the  joint  and  simultaneous  publication  of  rates,  there 
is  economy,  as  many  separate  publications  are  eliminated. 
This  is  a  great  convenience  for  shippers,  in  that  they  need  only 
consult  one  tariff;  and  they  can  know  that  an  agency  rate  gen- 
erally goes  into  effect  on  all  lines  at  the  same  time.  Agency 
tariffs  formerly  concerned  joint  rates  chiefly,  local  rates  being 
found  with  few  exceptions  in  the  tariffs  of  individual  lines. 
In  most  territories  the  tendency  appears  to  be  toward  an  exten- 
sion of  agency  publication  to  cover  local  tariffs.  The  tariff 
publishing  agent  represents  practically  all  lines  in  his  territory. 

Generally  no  agency  rate  is  published  until  interested  ship- 
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pers  have  been  given  a  chance  to  be  heard.  For  this  purpose  a 
docket  is  maintained,  and  not  only  are  shippers  and  associa- 
tions notified  directly,  but  the  docket  is  also  published  in  the 
"Traffic  Bulletin."  Most  changes  in  agency  tariffs  are  proposed 
by  some  individual  member  road  and  are  the  result  of  com- 
plaints or  requests  by  shippers.  In  some  cases  proposals  for 
change  come  directly  from  shippers.  In  important  local  areas 
there  are  District  Committees  which  furnish  a  convenient  con- 
tact between  the  shippers  and  the  freight  committee  of  the 
association. 

A  tariff  publishing  agent  may  represent  several  freight 
association  territories,  while  some  territories  are  subdivided  into 
two  or  more  parts  each  having  a  separate  agent.  The  over- 
lapping of  agency  tariffs  is  illustrated  by  the  publications  of 
agent  E.  B.  Boyd  of  the  Western  Freight  Traffic  Bureau  with 
headquarters  at  Chicago.  He  publishes  a  tariff  covering  points 
within  Western  Trunk  Line  Territory ;  one  covering  rates  from 
Western  Trunk  Line  points  to  points  in  Central  Freight 
Association,  Trunk  Line,  and  New  England  Territories;  and 
another  from  New  Orleans  rate  points  to  Colorado  and  Utah 
common  points. 

The  freight  inspection  service  is  important.  It  is  generally 
carried  on  by  inspection  "bureaus,"  which,  while  distinct  from 
the  traffic  associations,  are  closely  related  through  the  Traffic 
Executive  Committees.  Acting  in  lieu  of  individual  lines,  they 
undertake  to  inspect  freight  at  terminals  to  see  that  rates, 
classifications,  and  weights  are  correctly  applied,  and  they 
look  into  loss  and  damage  matters. 

The  expenses  of  these  traffic  associations  are  met  by  the 
members  on  some  agreed  pro  rata  basis. 

Legality  of  Traffic  Associations. — The  question  is  some- 
times asked,  Do  the  traffic  associations  not  restrain  trade? 
The  answer  must  be  that  they  exercise  no  unreasonable  restraint 
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and  are  socially  desirable.  By  insuring  a  consideration  of  all 
elements  in  the  situation,  they  serve  to  prevent  cutthroat  com- 
petition. They  prevent  discrimination,  for  if  the  several  rail- 
ways acted  without  cooperation,  the  large  shipper  could  bring 
pressure  to  bear  upon  some  particular  carrier  and  secure  con- 
cessions that  would  not  be  known  for  some  time.  They  pre- 
vent wild  fluctuation  and  make  for  reasonable  stability  In  rates. 
They  are  desired  by  informed  shippers.  It  may  be  added  that 
these  traffic  organizations  are  unincorporated,  voluntary 
associations.  The  Commission  authorizes  the  activity  of  the 
tariff  publishing  agencies. 


CHAPTER  XXI 

RATE  STRUCTURES  IN  OFFICIAL 
CLASSIFICATION  TERRITORY 

I.  The  Central  Freight  Association  Rate  Structure 

A  Mileage  Basis — The  Central  Freight  Association  Terri- 
tory has  been  defined,  and  it  will  be  referred  to  hereafter  as 
C.  F.  A.  Territory,  as  is  the  custom  among  railway  men. 

In  191 7,  the  Interstate  Commerce  Commission  decided  the 
now  famous  C.  F.  A.  class  scale  case.^  This  decision  put  the 
class  rates  in  C.  F.  A.  territory  on  a  mileage  basis  and  estab- 
lished the  application  of  the  Official  Classification  within  the 
territory.  As  will  appear  in  a  moment,  a  mileage  basis  means 
one  in  which  rates  increase  in  a  regular  way  with  distance ;  and 
the  Official  Classification  is  that  division  of  freight  into  classes 
which  applies  throughout  the  whole  northeastern  part  of  the 
country. 

Originally,  the  mileage  basis  of  rates  used  was  16  cents 
per  hundred  pounds,  ist  class,  for  a  haul  5  miles  or  less  in 
length,  this  rate  to  apply  in  the  region  having  the  densest 
traffic.  The  Central  Freight  Association  had  just  completed 
a  study  of  the  cost  of  handling  less-than-carload  freight  at 
terminals,  finding  an  average  of  between  8  cents  and  12  cents 
per  hundred  pounds.  The  Commission  took  these  figures  into 
consideration  and  added  an  allowance  for  cost  of  line-haul, 
general  expenses,  and  profits.     Additions  were  also  made  to 
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allow  for  an  Increase  in  operating  expenses  which  brought  the 
total  base  rate  up  to  23  cents  in  19 18,  with  further  advances 
subsequently.  Thus  the  basis  of  the  system  was  laid  in  cost 
studies  and  estimates. 

Zones  Based  on  Traffic  Density. — The  second  great  feature 
of  the  C.  F.  A.  structure  is  a  group  of  arrangements  made  to 
allow  for  differences  in  (i)  traffic  conditions,  (2)  class  of 
freight,  and  (3)  distance.  In  the  first  place,  in  order  to  allow 
for  differences  in  traffic  density,  the  whole  C.  F.  A.  Territory 
was  divided  into  zones — Zones  A,  B,  C,  D,  E,  F.  Thus  Zone 
A  embraces  all  the  territory  south  of  a  line  drawn  from  Chicago 
to  Detroit,  through  Battle  Creek  and  Ann  Arbor,  Mich.,  and 
accordingly  comprises  the  area  of  densest  traffic.  Zone  B  takes 
in  a  slice  of  Michigan  just  north  of  Zone  A,  extending  from 
Muskegon  to  Bay  City,  etc.  Zones  E  and  F  concern  Michigan 
intrastate  rates  only,  and  overlie  the  other  zones  in  the  state. 

Zones  B,  C,  and  D  provide  for  the  decreasing  density  of 
traffic  toward  the  northern  part  of  Michigan.  The  northern 
part  of  the  southern  peninsula  is  but  sparsely  inhabited  by  a 
farming  population,  and  even  the  agriculture  is  not  very  inten- 
sive. The  tonnage  mostly  originates  in  the  locality.  Water 
competition  by  lake  is  very  effective  and  cuts  into  the  railway 
traffic.  More  than  this,  operating  expenses  are  high  by  reason 
of  the  severe  winters,  the  long  haul  required  on  coal,  and  the 
lack  of  solid  trainload  traffic. 

Classification  Scale. — In  the  second  place,  a  standard  spread 
among  the  dift'erent  classes  of  freight  was  adopted  and  pre- 
scribed for  that  part  of  the  territory  in  which  traffic  is  dens- 
est. This  classification  spread  was  that  known  as  the  "Disque 
Scale" — a  scale  so  widely  applied  that  it  should  he  of  interest 
to  note  its  construction.  In  it  there  are  6  numbered  classes 
which  have  a  percentage  relationship  as  follows: 
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Class 

I 

2 

3 

4 

5 

6 

Percentage 

100 

8S 

67 

SO 

35 

28 

The  classification  spread  prescribed  for  Zones  C,  D,  E,  and 
F,  in  which  traffic  is  fighter,  while  based  on  the  Disque  Scale, 
was  somewhat  different,  being  determined  by  adding  "arbitra- 
ries"  in  cents  per  hundred  pounds.  The  addition  of  a  certain 
number  of  cents  to  the  several  class  rates  resulted  in  a  slight 
change  in  the  class  percentages  applying  in  zones  other  than 
A  and  B. 

Originally,  the  ist  class  rate  in  Zone  B  was  to  be  2  cents 
higher  than  Zone  A,  but  the  Commission  authorized  an  advance 
of  15%  in  rates  before  the  scheme  was  established,  and  as 
finally  announced  the  rate  basis  by  zones  was  as  follows : 


Class 

I 

2 

3 

4 

5 

6 

18.4$^ 

85% 

67% 

50% 

35% 

28% 

Zone  B 

20.7ff 

" 

•• 

" 

" 

" 

Zone  C  f    amounts     1  ••  • 

+  4.^ 

+  3.5i 

+  2.5)i 

+  2i 

+  1-5^ 

+  1)^ 

Zone  D  IZone  B  ratesj  .  _ 

+  5.^ 

+  4-Sff 

+  s.si 

+    2.5^ 

+    2jf 

+  i.S^ 

It  will  be  seen  that  this  advance  destroyed  the  2-cent  differ- 
ential between  Zones  B  and  A,  which  was  originally  planned, 
and  subsequently  percentage  advances  in  rates  have  further 
modified  the  original  relationship.  Thus  the  25%  rate  advance 
of  1 918  made  the  ist  class  rates  in  the  several  zones  as  follows : 
Zone  A,  23  cents;  Zone  B,  25.8  cents;  Zone  C,  30.8  cents; 
Zone  D,  32.3  cents. 

Shipments  made  between  zones  take  the  highest  rate  apply- 
ing in  any  zone  traversed ;  a  shipment  from  Zone  A  into  Zone 
B,  is  billed  at  the  higher  Zone  B  rate. 
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Mileage  Rates — Distance  Zones  and  Blocks. — In  the  third 
place  a  graduated  mileage  scale  of  rates  was  established.  By 
this  is  meant  a  scale  of  rates  which  increases  with  distance, 
but  does  not  increase  as  rapidly  as  the  distance,  so  that  the 
average  rate  per  mile  for  a  long  haul  is  less  than  for  a  short 
haul.  For  example,  the  C.  F.  A.  Zone  A  rates,  ist  class,  as 
originally  planned  were  as  follows : 

Rate  per   lOO 
Distance  Zones  Mileage  Blocks  lbs.  within 

the  Block 

50  miles  and  less <,  S  miles  ic 

50  miles  to  100  miles 5      "  -Sc 

100  miles  to  200  miles 10      "  ic 

200  miles  to  300  miles 10      "  .5c 

300  miles  and  over 20      "  ic 

The  distance  zones  provide  for  hauls  of  different  length. 
Thus  a  haul  of  150  miles  goes  through  an  initial  50-mile  zone, 
a  second  50-mile  zone,  and  halfway  in  a  100-mile  zone.  The 
"mileage  blocks"  provide  steps  for  raising  the  rate  per  hundred 
pounds  as  distance  increases.  Thus  within  the  first  two  50- 
mile  distance  zones  the  freight  charge  is  increased  every  5 
miles,  there  being  no  change  between  5-miIe  points. 

Let  us  take  a  concrete  case  to  illustrate  the  working  of  this 
scheme.  Suppose  a  ist  class  shipment  moving  55  miles  in 
Zone  A.  The  rate  on  the  original  basis  would  be  25.5  cents, 
made  up  as  follows : 

Base  charge  for  initial  5-mile  block i6c 

Charge  for  remaining  9  blocks  in  first  50-mile  dis- 
tance zone,  at  ic Qc 

Charge  for  one  block  in  50-100  mile  distance  zone, 
at  y2C -SC 

Total  rate  for  55  miles 25.5c 

A   "Tapering"    Mileage    Structure — Terminal    Charges. — 

The  result  of  this  graduated  scale,  with  its  widening  distance 
zones  and  mileage  blocks  and  its  varying  rates  per  hundred 
pounds,  is  a  "tapering  mileage"  rate  structure — that  is  to  say, 
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the  rate  per  hundred  pounds  tapers  off  as  the  distance  increases. 
This  general  scheme  has  a  wide  use  in  various  foreign  coun- 
tries, and  has  been  adopted  in  several  sections  of  the  United 
States  both  by  the  Interstate  Commerce  Commission  and  by 
various  state  commissions  for  intrastate  traffic.  The  scheme 
is,  therefore,  of  great  practical  interest  as  being  the  leading 
method  for  standardizing  railway  freight  rates  on  a  distance 
basis. 

It  will  be  observed  that  one  essential  feature  is  to  keep 
separate  a  charge  to  cover  terminal  costs,  which  costs  are 
determined  without  reference  to  distance  and  consequently 
become  a  smaller  and  smaller  amount  per  hundred  pounds  per 
mile  as  the  length  of  the  haul  increases.  This  fixed  terminal 
charge  would  in  itself  produce  some  "tapering"  effect. 

Exceptions  to  the  Scheme — Basing  Points  and  Rate 
Groups. — It  is  rare,  however,  that  a  scheme  of  rates  can  be  ap- 
plied rigidly  in  this  country,  and  according-ly  we  find  that  even 
in  C.  F.  A.  Territory  the  rates  are  not  all  kept  on  a  strict  mile- 
age basis.  That  basis  is  observed  with  reference  to  local 
rates,  but  in  the  case  of  inter-line  traffic  a  system  of 
"basing  points"  is  used  for  the  purpose  of  simplifying  the  tar- 
iffs. This  usage  is  as  follows  :  The  principal  towns  which  are 
junction  points  for  two  or  more  railways  are  made  "basing 
points,"  and  rates  are  quoted  between  such  points.  Shipments 
made  between  non-basing  points  are  given  the  rates  applying 
from  or  to  the  next  basing  point  from  which  they  are  most 
distant.  Thus,  in  the  diagram  shown  in  Fig.  28  a  shipment 
moving  from  A  to  B  is  charged  a  rate  from  basing  point  i  to 
basing  point  3. 

It  also  appears  that  some  "rate  groups"  are  retained  to 
some  extent  in  C.  F.  A.  Territory.  For  example,  the  rates 
from  Chicago  to  various  "Buffalo-Pittsburgh  points"  are  made 
on  a  uniform  group  basis;  the  rate  is  the  same  to  Buffalo  and 
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Pittsburgh  although  the  distance  to  the  former  point  is  about 
43  miles  greater.  This  is  a  long-standing  situation,  caused  by 
water  competition  to  Buffalo. 

The  method  followed  by  the  railways  in  determining  the 
application  of  rates  is  of  interest  as  illustrating  practical  pro- 
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Fig.  28. — Diagram  illustrating  Use  of  Basing  Points  in  Making 
Inter-line  Rates 

cedure  in  such  matters.  It  has  been  the  practice  for  representa- 
tives of  competing  lines  to  meet  and  make  a  rate  check  for  the 
purpose  of  determining  the  short-line  distance  between  various 
junction  points  and  what  distance  group  to  use.  Some  of  the 
railways  may  not  participate,  for  the  reason  that,  while  their 
lines  might  be  used,  they  are  so  circuitous  that  it  would  not 
pay  them  to  take  traffic  between  the  points  in  question.  If  the 
short-line  distance  from  St.  Louis  to  Indianapolis  is  242  miles, 
it  is  obvious  that  the  250-mile  scale  will  apply,  for  the  reason, 
first,  that  in  the  distance  zone  lying  between  100  and  200  miles 
the  mileage  blocks  are  10  miles  long;  and,  second,  the  most 
distant  point  is  taken  as  a  basis.  Through  rates  to  intermediate 
points  are  made  the  same  as  that  to  the  most  distant  of  the  two 
basing  points  between  which  they  lie.  The  rates  thus  arrived  at 
will  be  the  minimum  rates  to  intermediate  points  as  far  back  as 
the  next  basing  point  which  lies  outside  the  same  lo-mile  block. 

Inflated  Mileage. — Competition  somewhat  modifies  the 
simplicity  of  the  system.  One  practice  which  should  l^e  under- 
stood is  that  of  "inflating"  or  "averaging"  railway  mileage. 
For  instance,  if  the  basing  point  nearest  to  a  destination  is  not 
highly  competitive  or  important  as  a  traffic  center,  the  distance 
to  it  for  rate-making  purposes  may  be  arbitrarily  taken  as 
greater  than  the  actual  distance.     Such  an  arbitrary  increase  is 
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called  an  inflated  distance.  If  a  town  is  202  miles  from  the  point 
of  origin,  it  would  ordinarily  be  given  the  210-mile  scale  but 
for  the  reasons  indicated,  it  may  actually  be  quoted  a  rate  based 
on  the  230-mile  scale.  One  object  in  inflating  mileage  has  been 
to  allow  a  circuitous  route  to  participate  in  the  traffic  to  a  point 
at  which  its  mileage  is  greater  than  that  of  competing  roads. 
If  the  distance  from  points  of  origin  to  the  202-mile  point  is 
actually  230  miles  by  some  circuitous  route,  the  fact  might 
constitute  a  reason  for  inflating  the  mileage  via  shorter  com- 
peting lines  to  230. 

Commodity  Rates. — What  has  been  written  thus  far  re- 
garding rates  in  C.  F.  A.  Territory  concerns  the  basis  of  class 
rates,  and  it  remains  to  note  how  the  commodity  rates  are 
determined — an  important  matter  in  view  of  the  large  number 
of  products  which  move  under  such  rates.  In  all  there  are 
nearly  a  hundred  commodities  which  receive  special  rates  in 
this  territory,  among  them,  for  example,  being  a  number  of 
heavy  chemicals,  such  as  muriatic  acid,  liquid  ammonia,  and 
calcium  chloride ;  while  the  list  contains  such  other  products  as 
asphaltum  (N.  O.  S.),^  coal  tar  pitch,  straw  board,  and  wood 
pulp.  In  many  cases  commodity  rates  in  this  territory  are  made 
as  a  percentage  of  class  rates,  and,  accordingly,  are  virtually  on 
a  mileage  basis.  It  is  common  for  commodity  rates  so  made  to 
amount  to  between  85%  and  90%  of  the  6th  class  rate,  or,  in 
other  words,  these  commodity  rates  are  from  10%  to  15% 
below  the  lowest  class  rate.  Other  special  rates,  however,  are 
made  on  a  group  of  low-grade  commodities,  such  as  brick, 
cinders,  clay,  slag,  and  straw,  without  reference  to  the  class 
rates  and  directly  on  a  mileage  basis. 

Problem  of  Rates  to  Southern  Points — Ohio  River  Cross- 
ings.— One  of  the  great  problems  in  C.  F.  A.  Territory  is  to 

*  Not  otherwise  specified. 


346  RAILWAY  RATES  IN  PRACTICE  [Pt.  IV 

keep  the  several  Ohio  River  gateways  on  a  parity  as  regards 
traffic  to  the  South.  Of  course,  the  local  traffic  from  Chicago 
points  to  the  Ohio  River  is  involved.  The  "Ohio  River  Cross- 
ings" play  an  important  part  in  the  rate  structure  of  both  C.  F. 
A.  Territory  and  Southern  Freight  Association  Territory. 
These  crossings  are  divided  into  two  groups,  the  "Upper  Ohio 
River  Crossings,"  which  lie  east  of  the  Illinois-Indiana  line, 
and  the  "Lowxr  Ohio  River  Crossings,"  which  are  west  of  that 
line.  Cairo,  111.,  and  Brookport,  111.,  are  the  chief  lower  cross- 
ings, while  Evansville  and  New  Albany,  Ind.,  and  Cincin- 
nati, O.,  are  the  upper  crossings. 

The  distance  from  Chicago  to  the  upper  crossings  is 
between  286  and  295  miles,  and  therefore,  under  the  C.  F.  A. 
rate  structure,  the  300-mile  rate  applies,  the  rates  to  all  the 
upper  north  bank  crossings  being  "grouped,"  i.e.,  made  the 
same.  The  rate  from  Milwaukee  is  made  by  adding  an  arbi- 
trary differential  to  the  Chicago  rate,  which  differential  is 
less  than  the  local  rate  from  Chicago  to  Milwaukee  in  order 
that  competition  for  southern  trade  may  be  equalized. 

The  problem  of  dealing  with  the  Lower  Ohio  River  Cross- 
ings is  somewhat  different  because  they  lie  in  Illinois,  and 
traffic  from  Chicago  moving  south  on  combination  rates  via 
those  crossings  is  therefore  subject  to  a  purely  intrastate  influ- 
ence. The  rate  scale  adopted  by  the  state  commission  for  intra- 
state shipments  between  Chicago  and  Cairo  affects  the  through 
business.  Accordingly,  the  lower  crossings  are  not  grouped, 
but  each  road  applies  the  state  mileage  scale  from  Chicago  to 
the  crossing  which  it  uses. 

In  all  cases,  however,  the  several  roads  "group"  the  various 
points  in  northern  Illinois  and  southern  Wisconsin  which  lie 
around  Chicago,  some  including  a  larger  number  of  points  in 
the  group  than  others.  Between  this  Chicago  group  and 
points  in  the  Southern  Territory,  the  proportional  rates  in  C 
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F.  A.  Territory  are  equalized,  in  order  to  enable  a  wide  range 
of  competition.  For  example,  the  rates  from  points  on  the 
south  bank  of  the  Ohio  to  Chattanooga,  Tenn.,  have  been  the 
same,  and,  to  equalize  the  northern  points  of  origin,  distance 
has  been  practically  ignored  by  making  the  same  proportional 
rate  to  the  Ohio  River  Crossings  whether  the  shipment  origin- 
ates at  Chicago,  Milwaukee,  or  Peoria.  As  a  result,  the 
through  rates  from  the  last-named  points  to  the  chief  South- 
ern points  are  identical.  It  costs  no  more  to  ship  freight  from 
Peoria,  111.,  via  the  Brookport-Paducah  crossing  to  Chattan- 
ooga than  from  Chicago  via  the  New  Albany-Louisville  Cross- 
ing, except  for  the  fact  that  there  is  a  2-cent  ferry  charge  at 
the  former  and  only  a  i-cent  bridge  charge  at  the  latter. 

Effect  of  Intrastate  Rates. — Another  important  factor 
affecting  the  C.  F.  A.  rate  structure,  which  has  already  been 
alluded  to  is  the  existence  of  different  intrastate  rate  systems, 
although  under  recent  rulings  of  the  courts  the  Interstate  Com- 
merce Commission  now  has  greater  control  over  the  situation 
than  was  the  case  prior  to  1922.  Illinois,  fortunately,  is  the 
only  state  which  has  made  much  trouble.  Formerly  the  Illinois 
rates  were  higher  than  those  authorized  by  the  Interstate  Com- 
merce Commission,  which  worked  considerable  hardship  in 
the  case  of  shipments  moving  across  the  state  from  Chicago  to 
East  St.  Louis  in  competition  with  interstate  traffic.  A 
through  shipment  moving  from  Detroit  via  Chicago  to  St. 
Louis  might  move  at  the  lower  interstate  rate,  which  could 
not  be  enjoyed  by  a  Chicago  competitor  shipping  under  the 
Illinois  scale. 

That  scale  also  affected  rates  from  Illinois  to  outside  points. 
A  shipment  from  Peoria,  111.,  to  Crawfordsville,  Ind.,  for 
example,  would  move  under  the  interstate  rates,  while  a  ship- 
ment from  the  same  point  to  Danville,  111.,  which  is  near  the 
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Indiana  line,  would  move  under  the  intrastate  rate.  The  latter 
rate  being  the  higher,  it  might  be  necessary  to  hold  the  rate  to 
Crawfordsville  high  in  order  to  "protect"  the  intrastate  rate 
under  the  long-and-short  haul  clause. 

But,  following  the  interstate  rate  advances  of  1920,  the 
Illinois  rates  became  lower  than  those  fixed  by  the  Interstate 
Commerce  Commission,  and  accordingly  we  find  such  cases  as 
the  one  in  which  complaint  was  made  that  rates  on  livestock 
shipments  from  central  Illinois  points  to  Indianapolis  were 
much  higher  than  those  to  Chicago,  and  the  Interstate  Com- 
merce Commission  ordered  that  the  same  scale  should  apply. 

Naturally,  the  C.  F.  A.  rate  structure  affects  adjacent 
territory.  An  interesting  case  in  point  is  that  involving  ship- 
ments from  Wisconsin  and  Michigan  points  into  northern 
Illinois.  Recently,  the  Michigan  paper  manufactures  in  Kal- 
amazoo and  vicinity  complained  that  their  rates,  being  on  the 
C.  F.  A.  basis,  were  higher  than  those  from  the  region  of  Fox 
River,  Wis.  Paper,  which  was  rated  6th  class  in  the  Ofiicial 
Classification,  was  shipped  at  the  rate  of  12^^  cents  per  hundred 
pounds  for  the  186  miles  from  Appleton,  Wis.,  to  Elgin,  111., 
while  for  the  178-mile  haul  from  Kalamazoo  to  Elgin  the 
charge  was  only  ly]^  cents.  The  difference  was  even  greater 
to  those  Lake  points  in  northern  Illinois  and  Wisconsin  which 
are  outside  of  C.  F.  A.  Territory,  for  they  lie  in  "prorating" 
territory  to  which  the  rates  from  the  east  are  on  an  inflated 
mileage  basis.  The  Interstate  Commerce  Commission  ordered 
a  readjustment,  making  the  rates  from  Michigan  to  Elgin 
lower  than  from  Appleton,  Wis, 

2.  New  England  Rate  Structure 

New  England  Rate  Structure  Like  that  in  C.  F.  A.  Terri- 
tory.— The  rate  structure  of  New  England  is  taken  up  at  this 
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point  because  it  is  essentially  similar  to  that  existing  in  C.  F. 
A.  Territory.  Indeed,  the  rate  basis  in  New  England  is 
modeled  after  that  which  has  just  been  described. 

New  England  rates  are  to  be  found  in  the  tariffs  issued  in- 
dividually by  the  several  carriers.  In  general,  they  are  on  a 
mileage  basis  and  the  Official  Classification  applies.  Further- 
more, the  "Disque  Scale"  with  its  characteristic  spread  be- 
tween classes  is  in  effect. 

For  rate-making  purposes,  the  New  England  Territory  is 
divided  into  two  zones — Zones  A  and  B.  Zone  A  covers  the 
region  of  densest  traffic,  embracing  Connecticut,  Rhode  Island, 
and  most  of  Massachusetts.  Zone  B  extends  over  the  greater 
part  of  the  states  of  Maine  and  Vermont,  and  throughout 
northern  New  Hampshire.  The  dividing  line  between  the  two 
zones  runs  from  Rotterdam  Junction,  N.  Y.  (near  Albany), 
through  Ayer  and  Greenfield,  Mass.,  and  Bellows  Falls,  N.  H., 
to  Portland,  Me. 

The  New  England  rate  basis  was  provided  by  the  Inter- 
state Commerce  Commission  in  a  general  New  England  rate 
case,  decided  in  1918.  On  the  ground  that  Zone  A  is  similar 
in  its  traffic  and  operating  conditions  to  southern  Michigan 
territory,  the  Commission  prescribed  that  class  rates  in  the 
New  England  Zone  A  should  be  equal  to  the  Zone  B  rates  of 
C.  F.  A.  Territory,  which  it  will  be  rememl^ered,  were  arrived 
at  by  adding  approximately  2  cents  to  the  Zone  A  rate  in  that 
territory  to  get  the  Zone  B  ist  class  rate,  and  then  applying  the 
percentages  of  the  Disque  Scale  thereto,  to  arrive  at  the  rates 
for  the  other  classes. 

In  the  New  England  Zone  B,  the  Commission  provided 
that  the  ist  class  rate  should  be  10%  above  that  in  Zone  A, 
and  that  the  other  classes  should  be  determined  according  to 
the  Disque  Scale.  Thus,  a  rate  basis  approximately  10% 
higher  than  that  of  the  more  intensively  developed  southern 
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half  of  New  England,   is  allowed   for  the  northern  portion 
where  traffic  is  less  dense. 

The  basis  of  rates  on  shipments  between  different  zones, 
following  the  idea  adopted  in  C.  F.  A.  Territory,  is  made  the 
same  as  that  applying  within  Zone  B ;  which  is  to  say,  that  the 
highest  scale  of  rates  is  applied  on  inter-zone  shipments. 

A  Point  of  Difference — One  point  of  difference  between 
the  application  of  the  New  England  basis  and  that  of  C.  F.  A. 
Territory  lies  in  the  fact  that  New  England  rates  are  quoted 
specifically  from  point  to  point,  and  there  is  none  of  the  use  of 
"basing  points"  that  exists  in  the  other  territory.  The  reasons 
for  this  difference  appear  to  be  that  there  is  less  competition 
and  there  are  so  many  fewer  points  in  New  England  that 
specific  quotations  are  practicable,  as  would  not  be  true  in  the 
Middle  West  Territory. 

Commodity  Rates. — In  New  England  there  are  many  com- 
modity rates  on  low-grade,  heavy  materials,  these  rates  being 
generally  quoted  on  a  mileage  basis.  Some  of  the  commodities 
enjoying  such  low  rates  are  especially  common  in  New  England 
industries,  such  as  logs  and  pulp  wood.  Among  these  com- 
modities are  also  common  brick,  coal  dust  and  coal  screenings, 
ice,  sand,  and  crushed  stone  (see  Fig.  26,  page  319). 

Inter-territorial  Rates. — In  a  broad  way,  the  New  England 
rate  structure  is  based  on  the  traffic  problems  of  that  territory. 
Those  problems  lie  in  getting  raw  materials,  food,  and  fuel, 
into  New  England,  and  in  moving  manufactured  products  out. 
Accordingly,  rates  from  the  west — west  of  a  Buffalo-Pitts- 
burgh line — are  blanketed  to  all  New  England  points,  thus 
enabling  the  widespread  development  of  manufacturing 
throughout  that  territory.  Rates  on  westbound  traffic  are  the 
same  as  those  from  New  York  to  all  points  beyond  Cleveland, 
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O.,  which  enables  New  England  manufacturers  to  compete  for 
western  trade. 

3.  Trunk  Line  Association  Territory 

No  Uniform  Rate  Structure. — Within  the  Trunk  Line 
Association  Territory,  which  extends  throughout  the  Middle 
Atlantic  states,  there  is  no  such  general  system  of  rates  as  we 
have  found  to  exist  in  Central  Freight  Association  Territory 
and  within  New  England,  or  such  as  applies  on  traffic  between 
Chicago  and  New  York.  It  appears  that  originally  a  distance 
basis  was  generally  used  in  so  far  as  the  local  rates  of  each  line 
were  concerned,  and  this  naturally  affected  joint  rates  between 
many  points.  But  competitive  conditions  have  forced  its 
abandonment  in  good  part.  Remains  of  local  mileage  rates 
may  be  found  maintained  by  individual  carriers  in  their  local 
tariffs,  and,  as  will  be  shown,  the  Chicago-New  York  rate 
structure  exerts  a  large  influence,  which  insures  a  partial  ob- 
servance of  the  distance  principle  on  a  percentage  basis.  There 
is,  however,  in  this  territory  little  uniformity,  and  the  in- 
dividual carriers  do  not  use  the  same  scale  of  rates  between 
local  points. 

Influence  of  Competition. — A  vital  factor  in  the  territory 
has  been  the  competition  of  markets,  together  with  the  com- 
petition of  other  transportation  agencies.  Such  towns  as 
Buffalo  and  Erie,  Rochester  and  Syracuse,  New  York,  Phil- 
adelphia, and  Baltimore,  are  rivals,  and  their  competition  has 
led  to  great  modifications  of  mileage  scales.  Water  competi- 
tion is  all-pervading,  including  not  only  competition  on  the 
Ocean  and  the  Great  Lakes,  but  also  that  on  the  Hudson. 
Delaware  and  Potomac  rivers,  the  Delaware  and  Chesapeake 
bays  and  the  Erie  and  other  canals.  Finally,  in  this  section 
the  competition  of  motor  trucks  for  short-haul  business  has 
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been  considerable,  especially  since  the  rate  advances  of  recent 
years. 

The  Trunk  Line  railways,  in  connection  with  a  recent 
proposal  to  revise  rates,  have  said : 

Many  important  factors  in  the  freight  rate  structure  in 
Trunk  Line  Territory  are  the  result  of  the  free  play  of 
carrier  competition  for  the  traffic  of  industrial  communities 
which  these  railroads  have  built  up  during  nearly  a  century. 
The  rates  thus  evolved  reflect  the  effort  of  the  carriers 
to  keep  competing  communities  and  industries  in  a  trans- 
portation relationship,  and  the  element  of  distance  in  many 
important  adjustments  has  not  been  regarded  as  controlling, 
although  distance  is  an  important  factor  in  the  cost  of 
transportation. 

Prevalence  of  Group  Basis. — As  a  result  of  these  condi- 
tions, rates,  except  on  short-haul  local  traffic,  are  largely  made 
on  the  "group"  basis.  That  is,  the  territory  is  divided  into 
numerous  rate  groups,  each  embracing  considerable  sub-terri- 
tories, and  rates  to  and  from  all  points  in  a  group  are  the 
same  regardless  of  differences  in  distance.  This  plan  equalizes 
neighboring  competitive  points,  and  at  the  same  time  facilitates 
the  quotation  of  rates  by  the  carriers.  To  mention  but  a  few 
groups,  the  New  York  group  includes  not  only  New  York  City 
proper  but  points  in  northern  New  Jersey  and  for  some  traffic 
extends  up  the  Hudson  River  nearly  to  Albany.  The  Syracuse 
group  includes  several  important  manufacturing  points  in  Cen- 
tral New  York.  Other  groups  center  in  Philadelphia,  Balti- 
more, Williamsport,  Scranton,  Phtsburgh,  Buffalo,  Albany, 
the  "Virginia  Cities,"  and  a  number  of  other  cities.  The  points 
embraced  in  a  group  differ  somewhat  according  to  the  outside 
point  from  or  to  which  the  traffic  moves.  Thus  for  traffic  to 
or  from  Johnstown,  Pa.,  the  New  York  group  extends  well  up 
to  Albany,  while  for  traffic  to  or  from  Philadelphia,  it  is  much 
more  restricted. 
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In  some  cases,  rates  are  made  by  adding  uniform  arbi- 
traries  to  the  rate  to  or  from  a  base  point,  as,  for  example,  rates 
between  Trunk  Line  Territory  and  Southern  New  Jersey  points 
are  made  by  adding  arbitraries  of  5  to  7  cents  either  to  the  New 
York  or  to  the  Philadelphia  rate,  the  base  depending  on  the 
location  of  the  natural  gateway  for  the  traffic.  Pittsburgh, 
because  of  its  importance  as  a  traffic  center,  is  a  great  basing 
point,  and  rates  to  eastern  points  from  such  centers  as  the 
Mahoning  and  Shenango  valleys  and  Johnstown,  Pa.,  are 
made  by  adding  to  or  deducting  from  the  Pittsburgh  rate 
certain  fixed  amounts.  These  amounts  have  been  arrived  at 
through  a  long  period  of  competitive  adjustments  and  do  not 
represent  any  uniform  mileage  scale. 

Another  prevalent  condition  resulting  from  competition 
is  that  rates  between  competitive  points  are  generally  equalized 
(without  regard  to  distance).  The  rates  from  Buffalo,  for 
example,  to  New  York,  Philadelphia,  and  Baltimore  rate- 
points  are  on  a  parity,  and  the  same  may  be  said  of  rates  from 
Rochester. 

The  effect  of  the  Chicago-New  York  scale  on  rates  between 
the  seaboard  and  interior  rate  points  is  widespread. 

The  "Western  Termini." — Certain  cities  at  the  western 
edge  of  Trunk  Line  Association  Territory  are  known  as  the 
"Western  Termini."  These  border  points,  which  include 
Pittsburgh,  Erie,  Buffalo,  and  Wheeling,  are  treated  in  some 
respects  as  if  they  were  in  a  percentage  zone  of  Central 
Freight  Association  Territory,  and  rates  between  "Pittsburgh- 
Erie  points"  and  New  York  are  determined  on  the  basis  of 
60%  of  the  Chicago-New  York  rate.  Thus,  if  the  latter 
rate  is  $1.42  per  hundred  pounds,  the  ist  class  rate  from  New 
York  to  Pittsburgh  or  to  Erie  is  60%  of  that  figure  or  $.85. 
From  Philadelphia  and  Baltimore,  in  turn,  the  rate  to  Pitts- 
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burgh-Erie  points  is  made  by  deducting  certain  differentials 
from  the  New  York  rate  to  these  points.^ 

Rates  to  eastern  interior  points  which  are  intermediate 
between  the  western  terminals  and  the  ports  are  often  made 
in  a  similar  way.  From  Buffalo  to  New  York,  for  instance, 
the  rate  is  found  as  follows:  The  rate  from  Erie,  Pa.,  which 
is  a  60%  point  in  the  Chicago-New  York  percentage  scheme, 
is  taken  as  the  immediate  basis,  and  from  it  is  deducted  the 
Philadelphia  differential  applying  on  domestic  traffic  (6  cents 
on  1st  class  traffic).  The  low  rate  thus  obtained  applies 
from  Buffalo  to  all  the  ports.  This  low  rate  will  be  found 
to  be  equal  to  the  rate  from  Erie  to  Philadelphia.  It  is  con- 
siderably lower  than  the  rate  from  Erie  to  New  York,  a  fact 
which  is  due  to  the  water  competition  offered  by  the  Erie 
Canal-Hudson  River  route.  In  other  cases,  however,  the 
rates  to  or  from  the  interior  eastern  points  are  made  without 
relation,  to  the  percentage  system,  sometimes  by  adding  an 
arbitrary  to  the  rate  at  a  basing  point,  and  sometimes  by  a 
special  independent  adjustment. 

Space  forbids  a  discussion  of  the  rates  applying  from 
points  in  this  territory  to  the  "Virginia  Cities,"  but  it  may 
be  noted  that,  except  from  coast  points  where  ocean  competi- 
tion is  effective,  such  rates  as  well  as  those  to  Washington 
are  made  with  reference  to  Baltimore.  Buffalo,  and  interior 
New  York  points  take  a  rate  made  by  adding  an  arbitrary 
over  their  rates  to  Baltimore  (or  Wilmington,  Del.).''  Pitts- 
burgh and  Buffalo  have  rates  to  the  Virginia  Cities  the  same 
as  the  rate  from  Columbus,  O.,  to  Baltimore. 

A  great  many  instances  might  be  given  of  the  way  in  which 
the  Chicago-New  York  percentage  system  affects  rates  within 
Trunk  Line  Association  Territory,  and  how  that  effect  is 
modified  by  competition.      Suffice   it  to  say  that   in   general 


^See  page  365. 

*  Rates  to  and  from  Norfolk,  Va.,  and  points  on  the  Delaware  peninsula  are 
arbitraries  over  Wilmington,  while  rates  to  and  from  Richmond,  Va.,  and  Washington, 
D.  C,  are  arbitraries  over  Baltimore. 
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the  rates  between  Pittsburgh-Erie  rate-points  and  the  interior 
points  of  this  territory  (such  as  Utica,  Syracuse,  and  Roches- 
ter) are  made  with  relation  to  the  rates  to  and  from  New 
York. 

Between  other  points  within  the  Trunk  Line  Association 
Territory,  rates  are  made  with  chief  regard  to  competitive 
conditions.  In  such  cases  "local"  points  are  generally 
"grouped"  with  that  one  of  the  two  nearest  junction  points 
("common  points")  on  the  line  which  lies  furthest  from  the 
destination  point. 

A  Local  Trunk  Line  Rate  Scale. — An  interesting:  illustra- 
tion  of  a  local  rate  structure  within  Trunk  Line  Association 
Territory  may  be  found  by  analyzing  the  local  class  tariffs 
of  the  New  York  Central  between  New  York  City  and 
Buffalo.  Such  an  analysis  shows  rather  clear  evidence  of 
the  remains  of  lo-mile  rate  blocks  between  New  York  and 
Albany,  although  the  distance  between  points  at  which  rates 
increase  varies  from  4  to  24  miles.  Between  Albany  and 
Buffalo  the  length  of  the  rate  blocks  is  clearly  increased, 
ranging  from  13  miles  to  34  miles.  Thus,  there  is  no  change 
in  the  rate  from  New  York  City  between  Rome  and  East 
Syracuse,  which  is  a  distance  of  34  miles.  It  will  be  remem- 
bered that  in  the  C.F.A.  scale  the  mileage  blocks  get  longer 
as  the  distance  increases,  and  consequently,  some  evidence  of 
the  same  principle  appears  in  the  local  class  rates  in  force  on 
the  New  York  Central. 

Another  point  which  emerges  is  that  the  amount  of  the 
increase  in  rates  shows  a  tendency  to  be  alternately  larger  and 
smaller.  Thus,  the  ist  class  rate  increases  at  Chelsea  from 
29  to  30  cents,  a  i-cent  increase;  at  Poughkeepsie  it  jumps  to 
32  cents;  at  Hyde  Park  to  33  cents,  and  so  on,  with  alternating 
increases  of  from  i  to  2  cents.  This  again  reminds  one  of 
the  C.F.A.  scale. 

The  rate  per  hlmdred  pounds  per  mile  decreases  rather 
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Steadily  throughout  the  entire  distance  from  New  York  to 
Buffalo,  beginning  at  1.7  cents  and  ending  at  .13  of  a  cent. 

The  5th  class  rate  does  not  run  parallel  with  the  ist  class 
rate  in  several  respects.  It  does  not  break  at  the  same  points ; 
there  is  a  smaller  number  of  distance  blocks,  and  the  increases 
are  a  greater  per  cent  of  the  rate  itself. 

The  effects  of  competition  are  strongly  stamped  upon 
this  rate  scale,  especially  in  the  grouping  of  rates  over  long 
stretches  in  central  New  York  within  which  lie  important 
competitive  points.  This  is  well  illustrated  by  the  fact  that 
all  points  within  the  61 -odd  miles  between  East  Syracuse  and 
Brockport,  including  Rochester  and  Syracuse,  take  the  same 
rate  from  New  York  City.  Some  evidence  may  be  found, 
too,  of  the  way  in  which  junction  points  with  other  railways 
tend  to  determine  where  rate  increases  shall  take  place. 

Proposed  Revision. — Recently,  the  Trunk  Line  railways 
have  proposed  a  revision  of  rates  in  this  territory  which  v/ould 
be  based  on  a  mileage  scale  similar  to  that  in  Central  Freight 
Association  Territory.  This  would  necessarily  destroy  many 
of  the  present  rate  adjustments,  since  the  existing  rate 
"groups,"  as  already  explained,  necessarily  ignore  distance 
to  a  large  extent.  As  the  carriers  state  in  their  announce- 
ment:  "It  may  prove  impossible  to  bring  rates  created  under 
the  mileage  principle  into  a  consistent  relationship  with  those 
established  under  the  group  principle.  In  the  end  it  may  be 
found  necessary  to  accept  the  practical  advantages  of  rate 
schemes  based  upon  both  the  mileage  and  group  principles  as 
justifying  the  continuance  of  such  inconsistencies  as  can  only 
be  avoided  when  these  principles  clash,  by  rate  changes  of 
great  magnitude." 


CHAPTER  XXII 

THE  CHICAGO-NEW  YORK  RATE  STRUCTURE.— 
PORT  DIFFERENTIALS 

An  Inter-Territorial  Rate  Structure. — In  describing  the  pre- 
ceding rate  structures  we  have  been  deaHng  essentially  with 
intra-territorial  traffic.  The  C.F.A.  Territory  scheme  applies 
directly  only  to  shipment  moving  within  Central  Freight 
Association  Territory.  The  rate  scheme  now  to  be  described, 
however,  involves  only  inter-territorial  rate  bases,  and  applies 
on  shipments  made  between  points  in  C.F.A.  Territory  on  the 
one  hand  and  points  in  the  New  England  and  in  the  Trunk 
Line  Association  territories  on  the  other — Chicago  lying  on 
the  western  edge  of  C.F.A.  Territory  and  New  York  at  the 
extreme  eastern  boundary  of  Trunk  Line  Territory. 

Many  Routes  between  Chicago  and  New  York — Standard 
and  Differential. — In  taking  up  the  Chicago-New  York  rate 
structure,  it  will  be  well  to  note  that  between  the  two  points 
indicated  there  are  many  different  transportation  routes,  and 
further,  that  these  routes  tend  to  fall  into  two  groups  known 
as  "standard"  and  "differential"  routes.  Standard  all-rail 
rates  are  made  by  roads  having  direct  routes,  such  as  the  New 
York  Central,  Pennsylvania,  Baltimore  and  Ohio,  and  Erie. 
The  differential  routes  are  circuitous,  or  offer  inferior  service, 
and  their  rates  are  made  by  deducting  certain  amounts  from 
the  standard  rates.  They  include  the  Grand  Trunk  and  the 
rail-water  routes.  The  rail-lake  routes  lie  over  the  Lehigh 
Valley,  the  Lackawanna,  the  Erie,  or  the  New  York  Central, 

^7 
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to  Buffalo  or  some  other  eastern  lake  port,  and  thence  west 
by  lake  boat.  The  ocean-and-rail  routes  are  those  via  the 
Virginia  ports  or  Baltimore,  and  the  Chesapeake  and  Ohio, 
or  Baltimore  and  Ohio  railways.  Then  there  is  the  Long 
Island  Sound  and  Canadian  route,  which  is  very  circuitous 
and  little  used,  its  course  lying  up  the  Sound  to  New  London, 
Conn.,  and  thence  by  the  Central  Vermont  and  Grand  Trunk 
railways  to  Chicago.  Finally,  there  is  an  all-water  system 
via  the  Erie  Canal  and  the  Lakes.  As  between  the  rail-and-lake 
and  the  ocean-rail  routes,  there  is  little  to  choose,  as  both  in- 
volve a  transshipment.  The  Long  Island  Sound  route  not 
only  requires  a  transshipment,  but  is  much  longer  and  to  gain 
any  freight  at  all  the  rates  must  be  lower  than  by  the  other 
routes.  The  Erie  Canal  and  Lake  route,  involving  as  it  does 
several  transshipments,  the  lapse  of  much  time,  and  the  bear- 
ing of  heavy  risks  and  marine  insurance,  can  only  be  used  for 
low-grade  traffic,  moving  at  the  lowest  possible  rates. 

Needless  to  say,  the  existence  of  these  alternative  routes 
has  made  keen  competition  in  the  past  and  today  prevents 
exorbitant  charges  between  New  York  and  the  Middle  West. 
It  will  be  interesting  to  see  what  sort  of  a  rate  structure  has 
been  built  up  in  so  competitive  a  territory. 

Origin  of  Chicago-New  York  Rate  Structure — Competi- 
tive Conditions. — Before  describing  the  New  York-Chicago 
rates,  it  is  important  to  glance  at  the  origin  of  the  system. 
In  fact,  this  system  dates  back  to  the  fierce  rate  wars  of  the 
early  70's,  arising  out  of  the  rivalry  of  the  ports  of  New 
York,  Philadelphia,  and  Baltimore  for  export  grain  traffic 
and  made  worse  by  chaotic  domestic  rates  both  east  and 
west.  The  port  rivalry  for  eastbound  traffic  will  be  discussed 
in  another  connection.^  Here  we  shall  note  that  among  several 
disturbing  factors  one  of  the  most  important  was  the  power 

»  See  page  416/. 
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exercised  by  numerous  north  and  south  railways,  lying  in 
Ohio,  Indiana,  and  Illinois,  which  cut  across  the  various 
Trunk  Line  routes.  For  example,  freight  from  Columbus, 
O.,  could  move  east  by  such  railways  either  via  Pittsburgh, 
or  Wheeling,  or  Parkersburg,  or  Cleveland  and  Buffalo. 
Each  of  these  potential  routes  could  be  played  against  the 
others.  Any  transverse  line,  crossing  more  than  one  of  the 
Trunk  Lines,  could  divert  its  traffic  to  either  of  its  connec- 
tions. This  kept  the  rates  both  eastbound  and  westbound  in 
a  disturbed  condition,  and  led  to  excessive  competition. 

More  than  this,  water  competition  furnished  a  serious 
problem,  for  on  the  north,  traffic  could  move  from  Chicago 
to  Buffalo  by  lake  and  thence  either  by  canal  or  rail  to  any 
one  of  the  North  Atlantic  ports.  On  the  south,  the  Ohio 
River  carried  more  or  less  traffic  from  Pittsburgh. 

To  add  to  these  disturbing  factors,  rebates  and  secret  rates 
were  common.  No  one  knew  what  special  advantages  hrs 
competitor  enjoyed,  and  the  situation  was  impossible. 

The  First  Attempt  to  Remedy — MacGraham  Scale. — It 
came  to  be  realized  that  two  remedies  were  required :  first  a 
fixed  system  of  differentials  as  between  Boston,  New  York, 
Philadelphia,  and  Baltimore,  which  would  fairly  equalize 
those  ports  with  reference  to  the  export  grain  traffic;  second, 
a  uniform  rate  structure  which  could  be  observed  by  all,  thus 
controlling  the  north  and  south  lines  and  water  competition, 
and  preventing  cutthroat  competition. 

Accordingly,  back  in  1876,  the  precursor  of  the  present 
system,  called  the  MacGraham  Scale,  was  adopted.  The  rate 
between  Chicago  and  New  York  was  taken  as  a  basis  and 
called  100%.  Then  certain  other  points  were  given  percent- 
ages of  the  Chicago-New  York  rate  based  on  the  ratio  of 
their  distances  from  New  York  to  the  total  distance  between 
Chicago  and  New  York.    In  determining  distances  the  shortest 
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worked  and  workable  route  was  taken  as  the  basis.  These 
percentage  points  were  "basing  points."  Rates  to  New  York 
from  stations  intermediate  to  these  basing  points  were  made 
by  adding  to  the  basing  point  rate  the  local  rate  between  the 
intermediate  point  and  the  basing  point. 

An  important  improvement  was  promptly  adopted  by  the 
railways.  It  was  soon  realized  that  only  a  part  of  the  operating 
expenses  vary  with  the  distance  and,  accordingly,  that  to  have 
the  rates  vary  exactly  with  the  distance  was  not  logical.  The 
expenses  which  do  not  vary  with  distance  are  notably  the  ter- 
minal expenses  involved  in  loading  and  unloading  goods  at 
the  points  of  origin  and  destination.  It  was  therefore  ar- 
ranged that  before  applying  the  distance  percentages  to  the 
base  rate,  an  allowance  for  terminal  expenses  should  be  de- 
ducted and  be  added  back  to  determine  the  final  rate.  For 
example,  if  the  Chicago-New  York  rate  were  $i.oo  and  the 
sum  of  the  terminal  charges  at  both  ends  of  the  line  were 
6  cents,  the  line  haul  charges  would  be  approximately  94  cents. 
If,  therefore,  it  is  desired  to  determine  the  percentage  rate 
for  a  60%  point,  60%  of  94  cents  is  taken,  or  56.4  cents.  To 
this  is  added  the  6  cents,  making  the  rate  equal  62.4  cents, 
instead  of  the  60-cent  rate  that  would  have  resulted  from  ap- 
plying the  60%  directly  to  the  $1.00  base  rate. 

Of  course,  this  virtually  destroys  the  original  direct  60% 
relationship,  as  62.4  cents  is  approximately  63%  of  $1.00.  It 
appears  to  have  been  on  the  basis  of  this  revised  way  of  figur- 
ing the  rates  that  the  present  percentage  zones  were  established, 
although  at  present  the  percentages  are  again  applied  directly  to 
the  total  rate. 

Shortcomings  of  the  MacGraham  Scale. — The  MacGraham 
Scale  helped  somewhat,  but  it  failed  in  two  important  respects. 
In  the  first  place,  it  did  not  comply  with  the  distance  principle 
of  rate  making  sufficiently,  and  consequently  violated  the  long- 
and-short  haul  clause  of  the  Interstate  Commerce  Act  (which 
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then  required  that  railways  should  not  charge  more  for  a 
shorter  than  for  a  longer  haul  over  the  same  line  and  under 
similar  conditions).  The  rate  from  "intermediate  points"  to 
New  York,  for  example,  would  be  determined  by  adding  ( i ) 
the  local  rate  from  that  point  back  west  to  the  nearest  basing 
point  which  was  farthest  away  from  New  York,  to  (2)  the 
percentage  rate  from  that  basing  point  to  New  York.  Con- 
sequently, the  rate  from  the  intermediate  point  would  be 
greater  than  that  charged  for  the  longer  haul  from  the  basing 

point. 

In  the  second  place,  this  scheme  did  not  provide  suf- 
ficiently for  the  disturbing  power  possessed  by  the  transverse 
north  and  south  lines.  There  was  no  arrangement  required 
that  each  of  these  lines  should  lie  entirely  within  the  same 
rate  zone,  and  accordingly,  some  of  them  cut  across  several 
of  the  Trunk  Lines  at  points  which  had  different  percentage 
rates,  with  the  result  that  equality  in  competition  and  the  in- 
tegrity of  the  rate  zones  could  not  be  maintained.  Obviously, 
if  Terre  Haute,  Ind.,  and  Joliet,  111.,  are  both  on  the  same 
north  and  south  line,  but  lie  on  different  east  and  west  Trunk 
Lines  and  have  different  rates  to  New  York,  the  north  and 
south  line  which  serves  both  points  is  going  to  divert  traffic 
from  the  more  remote  point  (Joliet)  through  Terre  Haute 
to  the  southern  Trunk  Line,  and  the  northern  Trunk  Line 
is  going  to  cut  its  rate  from  Joliet.  (This  is  on  the  assump- 
tion that  the  traffic  originating  or  received  at  these  points  is 
of  importance.) 

The  Present  Chicago-New  York  Rate  Structure. — The 
present  Chicago-New  York  rate  structure  came  about  as  a 
revision  of  the  MacGraham  Scale.  Between  1887,  when  the 
Interstate  Commerce  Act  was  passed,  and  1896,  the  percentage 
system  was  changed  and  improved.  In  the  first  place,  the 
iong-and-short  haul  clause  was  applied  by  zones.  These  zones 
(Fig.  29)  are  irregularly  shaped  strips  of  territory,  extending 
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in  a  general  north  and  south  direction,  with  a  single  rate 
applying  between  all  points  in  each  zone  and  New  York.  For 
example,  one  zone  extends  from  Evansville,  Ind.,  and  Louis- 
ville, Ky.,  up  along  the  Illinois-Indiana  line,  through  Chicago, 
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Fig-.  29. — Freight  Rate  Zones  of  the  Chicago-New  York  Percentage  Structure 

and  from  every  point  in  this  zone  the  rate  to  New  York  is 
the  same.  Another  zone  extends  through  the  territory  occupied 
by  Columbus,  Toledo,  and  Detroit,  and  from  all  points  in  this 
zone  the  rate  to  New  York  is  78%  of  that  applying  from  the 
Chicago  zone.  Accordingly,  there  is  no  need  for  basing  and 
intermediate  points,  as  was  the  case  under  the  MacGrahani 
Scale,  but  towns  are  grouped  together  according  to  competi- 
tive conditions  and  the  quoting  of  rates  is  greatly  simplified. 
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In  the  second  place,  the  percentage  rate  zones  are  so  shaped 
as  to  minimize  the  trouble  arising  from  the  transverse  north 
and  south  lines  and  from  water  competition.  Thus,  the 
western  boundary  of  the  100%  zone,  in  which  Chicago  lies, 
follows  the  line  of  the  Chicago  and  Eastern  Illinois  railway, 
and  similarly  the  western  boundary  of  the  76-80%  zone  fol- 
lows the  lines  of  the  Cincinnati,  Hamilton  and  Dayton,  and 
Toledo  and  Ohio  Central,  which  makes  it  include  Toledo, 
Lima,  and  Columbus,  O.  As  a  result  the  rates  east  or  west 
from  all  points  on  the  north  and  south  line  are  the  same, 
thus  removing  direct  incentive  to  favor  one  Trunk  Line  over 
another  and  enabling  the  transverse  roads  to  work  their  lines 
both  ways.  It  appears  to  be  with  some  reference  to  water 
competition,  too,  that  the  100%  zone  extends  up  the  eastern 
shore  of  Lake  Michigan;  for  this  extension  of  a  rate  to  points 
along  the  lake  whose  distance  from  New  York  would  seem  to 
require  a  higher  rate,  indicates  a  desire  on  the  part  of  the  rail- 
ways to  secure  a  larger  part  of  the  traffic. 

Competitive  Conditions  Affect  Zones. — In  devising  the 
present  percentage  rate  zones,  competitive  conditions  as  affect- 
ing different  markets  have  been  given  considerable  recognition. 
A  study  of  the  map  in  Fig.  29  w411  show  that  along  the  Ohio 
River,  between  Cincinnati  and  Parker sburg,  W.  Va.,  there  is 
a  stretch  of  territory  which  is  not  very  intensively  developed 
in  an  industrial  way.  Accordingly,  the  87%  rate  zone  (that 
is,  the  zone  in  which  rates  to  New  York  are  87%  of  those 
from  Chicago  to  New  York)  extends  almost  due  east  and 
west  in  this  sparsely  developed  territory.  This  means  that 
the  rates  from  a  point  many  miles  west  of  Parkersburg  are 
the  same  as  those  from  points  in  the  immediate  vicinity  of 
Parkersburg,  a  situation  which  could  only  exist  where  traffic 
is  small  and  there  is  little  railway  competition.  On  the  other 
hand,  the  shape  of  the  93%  rate  zone  illustrates  the  working 
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of  opposite  conditions.  This  is  a  narrow  zone  which  has  its 
southern  point  near  Cincinnati,  but  its  western  boundary  is 
stretched  to  the  west  to  include  the  city  of  IndianapoHs  within 
the  zone,  thus  giving  that  point  as  low  a  rate  as  is  enjoyed 
by  Cincinnati. 

Another  illustration  of  these  same  forces  is  furnished  by 
the  history  of  the  percentage  rate  enjoyed  by  Detroit.  Origin- 
ally, that  city  was  in  the  85%  rate  zone,  but  as  a  result  of 
competition  an  extension  of  the  78%  zone,  in  which  lie  Toledo 
and  Columbus,  was  made  northward  to  include  Detroit  terri- 
tory, thus  favoring  this  territory  with  a  reduction  in  rates. 

Illustrative  Rate  Percentages. — Merely  to  give  the  reader 
a  general  idea  of  the  percentages,  the  following  list,  showing 
some  of  the  chief  percentage  rate  groups  in  C.  F,  A.  Territory, 
is  presented.  It  is  to  be  rememl^ered  that  these  groups  have 
their  significance  only  with  regard  to  inter-territorial  traffic 
between  C.  F.  A.  Territory  and  eastern  points  outside  that 
territory. 

Westbound  Percentages         Eastbound  Percentages 
of  Chicago-New  York  of  Chicago-New  York 

Rate  Rate 

St.  Louis,  Mo 117%  117% 

Peoria,  111 no  no 

Chicago,   111 100  100 

Milwaukee,  Wis 100  100 

Louisville,  Ky 100  100 

Indianapolis,   Ind 93  93 

Kalamazoo,  Mich 92  92 

Cincinnati,    0 87  87 

Detroit,    Mich 78  78 

Toledo,    0 78  78 

Columbus,  0 78  yj 

Cleveland.    O ^\  71 

Youngstown,  0 67  66^ 

Pittsburg'-i,  Pa 60  60 

It  will  be  noted  that  the  percentages  are  practically  the 
same  both  eastbound  from  C.  F.  A.  Territory  to  New  York, 
and  westbound  from  New  York  to  points  in  C.  F.  A.  Territory. 
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Port  Differentials. — An  important  phase  of  the  rate  struc- 
ture between  the  Middle  West  and  the  Atlantic  seaboard  is 
the  existence  of  differential  rates  to  the  several  North  Atlantic 
ports.  As  the  result  of  a  long  competitive  struggle  among 
the  ports  of  Boston,  New  York,  Philadelphia,  and  Baltimore, 
an  arrangement  has  been  built  up  under  which  the  Chicago- 
New  York  rate  has  become  the  basis  of  a  series  of  differentials, 
the  rates  from  Chicago  to  the  other  ports  being  determined 
by  adding  to  or  deducting  from  the  Chicago-New  York  rate 
certain  fixed  amounts  called  "differentials."  These  differen- 
tials vary  according  to  the  direction  of  the  traffic,  and  also 
there  is  a  difference  in  the  amount  of  the  differential  applying 
to  the  different  classes  of  freight.  The  simplest  way  to  make 
the  situation  clear  is  to  present  the  facts  in  the  form  of  a 
table,  such  as  that  which  follows,  remembering  that  the 
Chicago-New  York  rates  shown  have  been  subject  to  fre- 
quent change  of  late.  This  table  applies  only  to  domestic 
traffic. 


Classes i 2 3 4 S 6 

Chicago-New  York  rates  per  100  lbs.  $1.42     $1.24'^     $  .94^     $  .66     $  .56!^     $  -47!^ 

'  Chicago  to   Boston   arbitraries   over 
Chicago-New     York     rate     (from 

66'''2'7c    rate   zone   and   beyond)..  .07  .06  .05  .04  .03  .02 

*  Boston  to  Chicago  (to  66!/<%  rate 
zone  and  beyond) ;  arbitraries  over 
Chicago-New   York    rate    o  o  o  o  o  o 

Chicago  to  Philadelphia;  differen- 
tials under  Chicago-New  York 
rate    02  .02  .02  .02  .02  .02 

Philadelphia  to  Chicago;  differen- 
tials under  Chicago-New  York 
rate    06  .06  .02  .02  .02  .02 

Chicago     to     Baltimore;     differentials 

under    Chicago-New    York    rate    . .        .03  .03  .03  .03  .03  .03 

Baltimore    to     Chicago;     differentials 

under    Chicago-New    York    rate    .  .        .08  .08  .03  .03  .03  .03 

In  order  to  determine  the  rate  on  domestic  traffic  from 
Chicago  to  Baltimore,  therefore,  it  is  only  necessary  to  sub- 
tract 3  cents  from  the  rate  from  Chicago  to  New  York,  what- 
ever the  class  of  freight  may  be,  and  the  same  differential  is 

1  From  .-ind  to  the  60%  zone,  the  differentials  on  the  several  classes  are  5,  4,  3, 
3,  21/2,  2  cents  respectively. 
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deducted  on  shipments  to  Baltimore  from  any  of  the  percent- 
age rate  zones.  It  will  be  observed,  that  in  the  case  of  Boston, 
the  arbitraries  on  domestic  traffic  to  be  added  to  the  Chicago- 
New  York  rate  are  different  for  each  class,  and  that  the  west- 
bound differentials  enjoyed  by  Philadelphia  and  Baltimore 
are  larger  for  the  first  and  second  classes  than  for  the  others. 

Rates  between  C.  F.  A.  Territory  and  Eastern  Interior 
Points. — Not  only  are  these  seaboard  differentials  based  on 
the  percentage  zones  of  the  Chicago-New  York  rate  structure, 
but  that  structure  also  is  the  basis  for  rates  between  C.  F.  A. 
Territory  and  interior  points  in  Trunk  Line  Association  Ter- 
ritory, such  as  Albany  and  Syracuse,  N.  Y.,  and  Scranton, 
Pa. ;  and  it  should  be  noted  here  that  Trunk  Line  Association 
Territory  is  divided  into  numerous  rate  groups,  of  which 
the  points  just  mentioned  along  with  others  are  the  centers. 
Thus,  around  Albany  there  is  a  group  of  towns,  all  of  which 
take  the  Albany  rate  and  which  together  constitute  the  "Albany 
Rate  Group."  A  few  typical  cases  will  serve  to  illustrate  the 
situation. 

To  Albany,  N.  Y.,  and  other  points  in  the  Albany  Rate 
Group,  the  class  rates  from  the  several  percentage  rate  groups 
of  C.  F.  A.  Territory  are  96%  of  the  rates  from  those  points 
to  New  York.  To  illustrate,  if  the  rate  from  Chicago  to  New 
York  is  $1.42,  then  the  rate  from  Columbus,  O.,  which  is  in 
the  78%  zone,  is  $1.11  to  New  York,  while  the  rate  from 
Columbus  to  Albany  is  96%  of  $1.11,  or  $1,065.  Westbound 
from  Albany  rate  points  to  points  in  C.  F.  A.  Territory,  the 
adjustment  is  somewhat  different,  the  rate  being  the  same  as 
that  from  New  York  City,  minus  20%  of  the  New  York- 
Chicago  rate.  There  are  certain  details  not  here  stated  such 
as  the  naming  of  a  minimum  rate,  but  this  serves  to  illustrate 
the  way  in  which  class  rates  between  C.  F.  A.  Territory  and 
eastern  interior  points  are  based. 
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Two  other  cases  may  be  mentioned  merely  to  illustrate 
variations  in  the  general  scheme:  (i)  To  the  Scranton,  Pa., 
rate  group,  rates  from  all  C.  F.  A.  points  eastbound  are  made 
the  same  as  the  rates  to  Philadelphia — which,  it  will  be  re- 
membered, are  certain  differentials  under  New  York.  West- 
bound from  Scranton  points  to  70%  points  in  C.  F.  A. 
Territory,  the  rates  are  made  by  adding  differentials  varying 
from  I  to  2  cents  per  hundred  pounds  over  the  rate  from 
Williamsport  or  Syracuse,  while  to  all  other  C.  F.  A.  points 
the  rate  is  80%  of  the  New  York  rate.  (2)  The  "Virginia 
Cities"  (Richmond,  Roanoke,  etc.),  which  are  the  gateways 
to  the  South,  are  served  by  lines  which  are  in  competition 
with  other  lines  which  enter  the  South  via  the  Ohio  River 
Crossings.  These  rates  ultimately  depend  on  the  New  York 
rate  but  are  based  directly  on  Baltimore. 

Commodity  Rates. — Commodity  rates  between  the  Chicago 
and  New  York  territories  are  generally  made  with  some  re- 
lation to  the  percentage  system  which  has  been  described, 
especially  where  such  rates  are  made  under  "general  author- 
ization," i.  e.,  applying  to  all  points  within  the  territories. 
Westbound,  however,  the  percentage  system  does  not  appear 
to  be  so  rigidly  followed  in  making  commodity  rates  as  it  is 
eastbound.  Certain  minimum  rates  are  named  and  it  is  there- 
fore necessary  to  consult  the  tariffs  in  each  case.  For 
example,  if  the  New  York-Chicago  commodity  rate  is  31 
cents  per  hundred  pounds,  a  minimum  rate  to  Pittsburgh  and 
other  60%  points  may  be  fixed  at  25  cents,  and  as  this  mini- 
mum rate  is  80%  of  the  31  cents,  it  is  apparent  tJiat  when  it 
applies  the  60%  relationship  is  destroyed. 

Summary. — In  this  chapter,  then,  we  have  taken  up  one 
of  the  most  interesting  and  important  rate  structures  in  the 
United  States — one  which  concerns  the  most  important  rail- 
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ways  and  which  governs  the  rates  applying  to  the  densest 
traffic.  This  rate  structure  is  based  strictly  upon  the  long- 
and-short  haul  principle,  namely,  that  higher  rates  shall  not 
be  charged  for  shorter  than  for  longer  distances.  To  this 
extent,  it  is  a  distance  scheme ;  but  as  points  of  origin  and 
destination  are  grouped,  the  distance  principle  is  not  strictly 
applied.  The  application  of  the  long-and-short  haul  principle 
is  secured  by  means  of  a  system  of  percentage  rate  zones, 
the  rates  from  and  to  all  points  in  which  are  based  on  a  per- 
centage of  the  Chicago-New  York  rate,  the  percentage  being 
determined  by  relative  distances.  The  Chicago-New  York 
rate,  itself,  is  the  result  of  a  long  competition  among  the 
various  Trunk  Lines  and  between  the  all-rail  routes  and  the 
rail-lake  routes.  Upon  this  percentage  zone  rate  structure 
largely  rest  the  numerous  rate  adjustments  l^etween  middle- 
western  points  and  both  the  North  Atlantic  ports  and  eastern 
interior  points. 


CHAPTER  XXIII 

THE  SOUTHERN  RATE  STRUCTURE* 

Importance  of  Studying  Southern  Rate  Situation It  is 

probable  that  the  rate  structure  of  the  South  has  been  more 
confused  and  complicated  than  that  of  any  other  large  terri- 
tory. At  present  that  structure  is  being  reconstructed  and 
being  worked  out  on  modern  principles  of  rate  regulation. 
This  section  therefore  affords  a  laboratory  for  studying  tariff 
building,  and  the  more  elaborate  discussion  here  presented 
will  be  of  especial  interest  to  those  who  desire  a  more  detailed 
and  thorough  knowledge  of  the  subject. 

Southern  Rate  Territories. — The  territory  to  be  discussed 
embraces  the  region  south  of  the  Ohio  and  Potomac  rivers 
and  east  of  the  Mississippi  River,  and  includes  all  the  area 
governed  by  the  Southern  Classification.  All  rate  changes  in 
this  territory  are  subject  to  the  authority  of  the  Southern 
Freight  Association,  with  headquarters  in  Atlanta,  Ga.  For 
the  purposes  of  rate  making,  the  territory  is  now  usually  con- 
sidered as  falling  into  three  groups,  w^hich  are  as  follows '} 

1.  Carolina  Territory 

2.  Southeastern  Territory 

3.  Mississippi  Valley  Territory 


*  The  author  desires  to  acknowledge  tfce  assistance  given  by  the  late  Mr.  D.  M. 
Goodwyn,  Freight  Traffic  Manager  of  the  Louisville  and  Nashville,  and  Mr.  R.  E. 
Hodgkin,  Assistant  to  the  General  Freight  Agent  of  the  Atlantic  Coast  Line,  in  the 
preparation   of   this   chapter. 

*  See  Figs.  27  and  30. 
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Carolina  Territory  embraces  southern  Virginia  (that  part 
of  Virginia  lying  south  of  the  Norfolk  and  Western  Railway 
from  Bristol  through  Roanoke  and  Lynchburg  to  Norfolk), 
and  the  states  of  North  and  South  Carolina. 

Southeastern  Territory  includes  tlie  area  east  of  a  line 
from.  Paducah,  Ky.,  through  Jackson,  Tenn.,  and  Columbus, 
Miss.,  to  Mobile,  Ala.,  and  west  of  the  North  Carolina  and 
South  Carolina  state  lines.  In  a  general  way,  this  territory 
includes  most  of  the  states  of  Tennessee,  Alabama,  Georgia, 
and  Florida,  and  a  small  strip  of  eastern  Mississippi. 

Mississippi  Valley  Territory  includes  practically  all  of 
Mississippi  and  a  small  portion  of  Western  Tennessee,  Western 
Kentucky,  and  Eastern  Louisiana  (east  of  the  Mississippi 
River). 

Conditions  Underlying  the  Southern  Rate  Structure. — 
Three  controlling  factors  have  been  responsible  for  the  de- 
velopment of  the  Southern  rate  structure :  ( i )  water 
competition,  (2)  the  competition  of  northern  manufacturing 
centers  for  the  southern  market,  and  (3)  the  rivalry  among 
southern  ports  and  jobbing  centers. 

I.  Water  Cow  petition  and  the  Basing  Point  System. — 
The  Southern  Freight  Association  Territory  is  practically 
surrounded  by  navigable  waters,  with  the  Atlantic  Ocean  and 
Gulf  of  Mexico  on  the  east  and  south,  and  the  Ohio  and  Mis- 
sissippi rivers  on  the  north  and  west.  Numerous  streams  flow- 
ing to  the  Atlantic  and  the  Gulf,  or  tributary  to  the  Mississippi, 
are  more  or  less  navigable,  in  some  instances  for  several  hun- 
dred miles  inland.  Thus,  rail  transportation  is  affected  by 
water  competition  not  only  at  the  ports  but  at  many  interior 
cities,  including  Nashville  and  Chattanooga,  Tenn.,  Mont- 
gomery and  Selma,  Ala.,  and  Macon  and  Augusta,  Ga. 

The  rail  rates  to  the  ports  and  to  interior  Southern  cities 
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at  the  head  of  inland  navigation  were  formerly  made  with 
reference  to  the  charges  for  water  transportation,  while  the 
rates  to  local  railway  stations  intermediate  to  or  beyond  such 
points,  where  there  was  no  water  competition,  were  made  by 
adding  together  the  rate  to  the  point  having  water  competition 
and  the  local  rates  beyond.  This  situation  gave  rise  to  the 
"basing  point"  system  of  rate  making  which  was  formerly 
in  universal  use  in  the  South.  As  a  result  of  competition 
among  communities  and  among  the  railways  serving  them, 
not  only  points  at  which  active  w^ater  competition  existed  but 
practically  all  interior  cities  of  any  considerable  size  or  im- 
portance, if  reached  by  two  or  more  carriers,  became  basing 
points,  and  enjoyed  the  benefit  of  depressed  rates.  Rates  to 
less  fortunate  communities  of  smaller  size,  however,  were 
made  by  taking  a  combination  of  the  rate  to  some  basing 
point  and  the  local  rate  from  the  basing  point  to  the  town  in 
question.  This  was  true  even  when  the  destination  lay  be- 
tween the  basing  point  and  the  point  of  origin.  Accordingly, 
practically  every  rate  of  the  Southern  lines,  up  to  a  few  years 
ago,  constituted  a  violation  of  the  long-and-short  haul  clause 
of  the  Interstate  Commerce  Law,  and  the  distance  theory  of 
rate  making  was  given  very  little  consideration. 

As  an  example,  the  rates  from  New  York  or  from  St. 
Louis  to  Millen  and  Tennille,  Ga.,  stations  on  the  Central  of 
Georgia  Railway  near  the  coast,  were  made  on  combination 
of  rates  to  Savannah,  Augusta,  or  Macon,  Ga.,  and  the  local 
rates  beyond,  the  lowest  total  so  made  being  adopted  as  the 
through  rate. 

Illustrations  of  departures  from  the  long-and-short  haul 
clause  could  be  found  in  any  territory,  but  in  the  South  the 
situation  was  more  nearly  the  rule  than  the  exception.  This 
situation  resulted  in  severe  discrimination  against  intermediate 
points,  which  were  charged  a  higher  rate  for  a  shorter  haul, 
and  it  brought  about  endless  complaint  and  litigation. 
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As  a  result  of  various  decisions  of  the  Interstate  Commerce 
Commission,  supplemented  by  voluntary  revisions  made  by 
the  carriers,  the  rates  from  the  East  and  West  to  the  South- 
east have  been  brought  into  conformity  with  the  long-and-short 
haul  clause,  except  at  destinations  where  the  Commission 
granted  relief  in  1914  on  account  of  water  competition.^  The 
rates  from  all  points  to  the  Mississippi  V^alley  and  Gulf  ports 
and  from  the  East  to  Carolina  Territory,  as  well  as  the  inter- 
state rates  between  Mississippi  V'alley  points  and  between 
Carolina  Territory  points,  have  been  revised  in  strict  com- 
pliance with  the  fourth  section  of  the  Interstate  Commerce 
Act,  i.e.,  the  long-and-short  haul  clause. 

The  old  basing  point  system,  however,  still  generally  gov- 
erns the  rates  between  points  in  Southeastern  Territory,  and 
the  commercial  and  industrial  development  of  the  section  has 
been  permanently  affected  by  it.  Furthermore,  water  com- 
petition will  always  have  a  strong  influence  on  rates  in  the 
South. 

2.  Competition  Among  Northern  Shipping  Centers. — New 
York,  Philadelphia,  and  Boston  have  sought  to  maintain  their 
original  predominance  as  the  source  of  supply  for  clothing, 
boots  and  shoes,  and  other  manufactured  articles,  while 
Chicago,  St.  Louis,  and  other  middlewestern  ix)ints  have  made 
constantly  increasing  progress  in  competing  for  the  trade.  The 
carriers  serving  these  competing  manufacturing  centers  have 
tried  to  maintain  rates  which  would  permit  them  to  control  the 
Southern  trade. 

3.  Competition  Among  Jobbing  Centers. — Furthermore, 
carriers  serving  the  various  Southern  jobbing  points  have  en- 
deavored so  to  adjust  both  the  inbound  and  outbound  rates 
of  such  points  as  to  enable  them  to  distribute  merchandise  w^ith- 
in  the  greatest  possible  radius.  In  Tennessee.  Nashville,  Chat- 
tanooga, and  Knoxville  have  been  rival  jobbing  centers;  in 

'  Long-and-Sliort   Haul    Violations   in   the   Southeast,    30    I.    C.    C.    156. 
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Alabama,  Birmingham,  Montgomery,  and  Selma  have  sought 
the  ascendancy;  in  Mississippi,  Jackson  and  Meridian  compete 
for  the  local  trade;  and  many  other  illustrations  might  be 
given.  This  competition  of  markets,  coupled  with  competi- 
tion of  the  railways  serving  them,  by  adjustment  and  compro- 
mise has  brought  about  a  system  of  differentials  among  origins 
and  destinations  which  is  fundamental  in  the  Southern  rate 
structure. 

Importance  of  Atlanta — It  will  help  towards  an  under- 
standing of  Southern  rates  to  note  the  pivotal  importance  of 
Atlanta.^  Atlanta  is  the  center  of  the  Southeastern  cotton 
section,  and  thus  naturally  occupies  a  very  important  place 
in  the  traffic  of  Southern  railways.  More  important,  however, 
from  a  railway  point  of  view,  is  the  fact  that  Atlanta  lies  at 
the  southern  end  of  the  Allegheny  mountains,  and  is  thus  a 
natural  gateway  between  the  Atlantic  seaboard  and  the  south- 
ern Mississippi  Valley.  Lying  at  a  point  where  the  railways 
can  most  easily  connect  the  Atlantic  ports  with  the  Mississippi 
Valley,  it  has  somewhat  the  importance  of  Buffalo  and  Pitts- 
burgh. At  Atlanta  we  naturally  find  a  great  junction  point 
between  the  railways  which  run  along  the  southern  seaboard 
from  the  northeast  and  those  which  extend  from  the  South 
Atlantic  ports  to  the  West.  Moreover,  it  is  in  Atlanta  that 
the  railways  which  extend  from  the  Central  West  meet  the 
railways  from  the  Northeast.  Atlanta  is  the  apex  of  a  great 
triangle,  with  New  York  and  Chicago  at  the  other  angles. 

Finally,  from  a  widely  scattered  number  of  important  sea- 
ports numerous  railways  are  focussed  on  Atlanta,  and  a  glance 
at  a  map  will  show  that  a  fan-shaped  group  converges  from 
Wilmington,  Charleston,  Savannah,  Jacksonville,  Pensacola, 
and  Mobile.   There  are  several  important  "railway  centers"  in 

»  See  Fig.   15. 
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the  South,  notably  Memphis  and  Louisville,  but  in  the  South- 
ern rate  structure  Atlanta  stands  out  as  being  truly  pivotal. 

The  Existing  Rate  Structure  in  the  South — Atlanta  and 
Montgomery     Sub-territories. — "Southeastern    Territory"    is 


Washington 


orfolk 


'Area  in  which  Southern 
Freight  Ass'n  only  has  Ju- 
risdiction over  certain 
Southern  Roads  running 
Horth  and  South. 

(Boundary  between  At- 
lanta and  Montgomery 
Sub-  Territories. 
i  Northern  Boundary  of  At- 
lanta and  Montgomery 
Sub-  Territories  proper, 
boundary  between  Parts 
of  Tenn.  Pates  to  Eastern 
Part  from  Louisville  & 
•^  Cincinnati  made  on  same 
basisasfoAtlanf-a;  to 
Western  Partonsameba'is 
as  fo  Montgomery. 


Fig.  30. — Rate  Adjustment  Territories  within  Southern  Freight  Association 

Territory 

divided  into  two  parts:  (i)  Atlanta  Sub-territory,  and  (2) 
Montgomery  Sub-territory.  To  Atlanta  the  distances  from  all 
of  the  Ohio  River  Crossings  are  nearly  equal  and  the  same  is 
true  at  Chattanooga ;  consequently  the  same  rates  are  applied 
from  all  of  the  crossings  to  these  and  other  points  in  "Atlanta 
Sub-territory,"  which  is,  roughly  speaking,  the  area  to  which 
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the    short-line    distances    from    the    Ohio    River    Crossings 
are  through  Chattanooga  and  Atlanta. 

To  Montgomery,  Birmingham,  and  other  points  in  "Mont- 
gomery Sub-territory,"  the  distances  from  the  Ohio  River 
Crossings  at  Louisville  and  points  west  thereof  are  substantially 
less  than  from  Cincinnati,  and  the  ist  class  rates  are  made 
15  cents  less  than  from  Cincinnati.  From  Cincinnati,  how- 
ever, rates  to  Atlanta  and  Birmingham  are  the  same.  Rates 
from  the  West  to  points  south  of  Atlanta  and  Birmingham 
are  buih  up  in  zones  by  adding  differentials  over  these  points, 
except  that  certain  water  competitive  points  enjoy  depressed 
rates.  The  rates  from  St.  Louis  are  made  differentials  higher 
than  from  Evansville  and  Cairo. 

Water  and  rail  rates  from  Baltimore  to  Atlanta  were 
formerly  made  the  same  as  from  Louisville,  Ky.  This  relation 
has  been  lost,*  but  the  Baltimore-Atlanta  rail-water  rate  is  an 
important  basis  in  making  rates  from  Eastern  points  to  the 
South. 

Large  Areas  "Blanketed." — In  order  to  avoid  depart- 
ures from  the  long-and-short  haul  principle,  via  the  various 
all-rail  and  water-and-rail  routes  through  the  Virginia  Cities 
and  the  South  Atlantic  ports,  the  rates  from  the  East  have 
been  "blanketed"  (made  the  same)  to  large  destination 
areas.  Thus  the  rates  to  Atlanta  apply  to  practically  the  entire 
state  of  Georgia  and  a  considerable  part  of  eastern  Tennessee. 
Further  west,  a  large  part  of  Alabama  is  blanketed  at  the 
Montgomery-Birmingham  rates.  From  New  York  and  Phil- 
adelphia the  1st  Class  rate  is  generally  12  cents  higher  than 
from  Baltimore,  and  the  rate  from  Boston  is  8  cents  over 
New  York.     These  differentials  are  more  or  less  arbitrary, 

*  As  a  result  of  a  reduction  in  the  water  and  rail  differential  under  all-rail  rates 
and  alio  the  33  i/3%  advance  in  inter-territorial  "^e  as  compared  with  the  25% 
advance  from  Louisville   to   the   South,   under   I.    C.    C.    Order   Lx   Parte   74- 
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but  the  relationship  has  stood  the  test  of  time  and  will  probably 
continue  substantially  as  at  present.^ 

All-Rail  vs.  Rail-Water  Rates. — All-rail  rates  from  the 
eastern  ports  to  all  southeastern  points  on  and  east  of  a  line 
from  Chattanooga,  through  Birmingham,  Montgomery,  and 
Selma,  are  lo  cents  higher,  ist  class,  than  via  water  and  rail. 
Clearly  the  rail-and-water  routes  through  the  south  Atlantic 
ports  affect  the  rates  to  the  greater  part  of  the  southeast,  as 
these  routes  maintain  a  differential  under  all-rail  rates  more 
than  400  miles  inland.  A  slightly  smaller  differential  under 
all-rail  rates  is  maintained  by  rail-water-and-rail  routes  from 
Interior  Eastern  Trunk  Line  points  east  of  the  Buffalo-Pitts- 
burgh zone.  Thus  even  the  rate  from  Rochester,  N.  Y.,  to 
Birmingham,  Ala.,  through  New  York  and  Savannah,  is  made 
a  differential  under  the  all-rail  rate.  To  points  west  of  Chatta- 
nooga, Birmingham,  and  Selma,  however,  including  Mississippi 
Valley  Territory,  the  water-and-rail  rates  via  the  Virginia 
and  South  Atlantic  ports  are  the  same  as  the  all-rail  rates. 
Differential  (lower)  rates  also  apply  via  the  Gulf  Ports  of 
Mobile  and  New  Orleans  as  far  north  as  Montgomery  and 
Selma,  Ala.,  and  Meridian,  Miss. 

Mississippi  Valley  Rates. — In  the  past,  water  competition 
on  the  Mississippi  River  has  resulted  in  abnormally  low  rates 
to    the    lower    Mississippi    River    points,    Memphis,    Helena, 

=  The  rail-water  rate  between  Baltimore  and  Atlanta,  ist  class,  was  in  1922 
$1  &&%  per  hundred  pounds,  and  the  rates  from  New  York,  Philadelphia,  and  Boston 
are  constructed  by  adding  differentials  to  this  figure.  The  all-rail  rates  are  made 
up  by  adding  10  cents  to  the  rail-water  rate.  This  scale  is  illustrated  in  the  following 
table: 

Rates   to   Atlanta    from  Rail-Water  Rate  All-Rail  Rate 

Baltimore    $i.88J^  $1.98;^ 

Philadelphia   f  __        2.00  s-io 

New   York      f .  ,  ,qi/ 

Boston     208/2  2-'8/^ 

Thus  it  appears  that  in  1922  the  ist  class  rates  from  New  York  and  Philadelphia 
were  ii'A  cents  above  those  from  Baltimore,  while  the  rates  from  Boston  to  Atlanta 
were   20   cents   over   the    Baltimore   rate. 


Ch.  23]  SOUTHERN  RATE  STRUCTURE  377 

(Ark.),  Greenville,  Vicksburg,  Natchez,  Baton  Rouge,  and 
New  Orleans.  The  rates  to  the  interior  Mississippi  Valley 
points  were  much  higher  and  generally  made  on  the  basing- 
point  system,  i.  e.,  on  a  combination  of  rates  to  and  beyond 
these  river  points.  The  influence  of  river  competition  has 
affected  the  rates  from  Chicago  and  the  Middle  West,  from 
the  Buffalo-Pittsburgh  Zone,  and  from  the  eastern  ports,  all 
of  which  were  very  much  lower  to  lower  Mississippi  River 
towns  than  to  other  southern  points. 

This  situation  naturally  resulted  in  many  long-and-short 
haul  violations.  The  Interstate  Commerce  Commission  finally 
decided  that  such  water  competition  as  existed  on  the  Mis- 
sissippi River  did  not  warrant  such  violations,  and  accordingly 
they  have  been  removed  and  the  rates  have  been  put  on  a 
so-called  "dry-land"  basis,  giving  more  regard  to  distance  as 
a  guiding  principle.  The  class  rates  from  St.  Louis  to  Mem- 
phis are  now  made  a  certain  differential  higher  than  from 
Cairo.  Louisville  is  given  the  same  rates  to  Mississippi 
Valley  points  as  St,  Louis,  and  Cincinnati  is  given  a  rate  15 
cents  (the  same  as  the  Montgomery  Sub-territory  differen- 
tial) over  Louisville,  while  Chicago  is  made  a  differential 
over  St.  Louis. 

^Mississippi  A'alley  Territory  falls  into  six  destination 
groups  on  business  from  St.  Louis  and  related  points,  namely : 

1.  Memphis-Corinth  Group 

2.  Helena-Tupelo  Group 

3.  Greenville-Greenwood-Columbus  Group 

4.  Vicksburg-Jackson-Meridian  Group 

5.  Natchez  Group 

6.  New  Orleans-Mobile-Pensacola  Group 

The  rates  from  St.  Louis  and  Louisville  to  Memphis  having 
been  fixed,  the  other  destination  groups  are  determined  by 
adding  differentials  to  the  Memphis  rate. 
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Competing  with  St.  Louis,  Louisville,  Chicago,  and  other 
middle  western  points  for  the  trade  with  Mississippi  V'alley 
Territory,  there  are  the  eastern  cities,  which  have  in  the  past 
enjoyed  extremely  low  rates  to  the  Mississippi  River  points — 
rates  lower  even  than  those  to  the  intermediate  interior  section. 
These  rates  also  have  been  revised,  long-and-short  haul  depart- 
ures done  away  with,  and  the  distance  principle  given  more 
recognition.  Naturally  this  has  brought  about  increases  to 
the  river  points  and  Gulf  ports. 

Rates  from  Virginia  Cities   to   Mississippi  Valley. — The 

rate  from  the  Virginia  Cities  to  Memphis  is  $2  per  hundred 
pounds,  1st  class. ^  On  traffic  from  the  Virginia  Cities  and 
the  East  the  territory  is  divided  into  three  groups  or  zones, 
which  are : 

1.  Memphis-Columbus-Meridian   Group 

2.  Winona-Jackson-Hattiesburg  Group 

3.  Mississippi  River-Gulf  Ports  Group 

The  last-named  group  includes  Baton  Rouge,  New  Orleans, 
Mobile,  etc.  The  ist  class  rate  to  the  second  group  is  10 
cents  higher  than  to  Memphis,  and  to  the  third  group  it  is 
18  cents  higher. 

North  Atlantic  Ports  to  Mississippi  Valley. — The  ist  class 
rate  from  Baltimore  to  the  Mississippi  Valley  is  14  cents 
higher  than  from  the  Virginia  Cities,  from  New  York  and 
Philadelphia  1 1  cents  over  Baltimore,  and  from  Boston  8  cents 
over  New  York. 

The  carriers  in  publishing  rates  to  Mississippi  Valley  Terri- 
tory have  made  them  subject  to  a  uniform  percentage  relation- 

864  I.  C.  C.   107. 
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ship  of  classes,  which  was  prescribed  by  the  Interstate  Com- 
merce Commission  in  connection  with  rates  to  NashvilleJ 

Commodity  Rates  in  Mississippi  Valley. — The  foregoing 
statements  apply  to  the  class  rate  structure,  but  the  tendency 
is  to  apply  the  same  general  basis  to  the  making  of  commodity 
rates.  Thus,  with  commodity  rates  from  St.  Louis  to  New 
Orleans  as  a  basis,  the  Commission  has  ruled  that  such  rates 
to  Mississippi  Valley  points  other  than  New  Orleans,  shall 
not  exceed  rates  which  bear  the  same  relationship  to  the  St. 
Louis-New  Orleans  commodity  rate  that  the  St.  Louis-New 
Orleans  ist  class  rate  bears  to  the  ist  class  rate  from  St. 
Louis  to  these  points.  In  other  words,  the  ratio  established 
for  class  rates  is  applied  to  commodity  rates,  and  consequently, 
the  distance  principle  is  given  general  application  in  establish- 
ing rate  relationships  among  destination  points. 

Carolina  Territory  Rates. — On  traffic  from  the  Virginia 
Cities,  Carolina  Territory  is  divided  into  five  groups  or  zones. 
Rates  from  eastern  cities  to  the  Carolinas  are  built  up  by 
adding  differentials  to  the  rates  from  the  same  points  to  the 
Virjrinia  Cities.  From  Cincinnati  and  Louisville  to  Carolina 
Territory  the  rates  are  the  same,  and  from  Evansville  and 
Cairo  the  rates  are  differentials  over  those  from  Cincinnati, 
except  to  points  south  of  a  line  which,  roughly  speaking,  runs 
through  Greenville,  Columbia,  and  Sumter,  S.  C,  to  Wil- 
mington, N.  C.     To  this  section  of  South  Carolina,  which  is 
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sometimes  referred  to  as  "Southeastern  Territory  south  of 
the  Walhalla  Hne,"  the  rates  from  all  of  the  Ohio  River 
Crossings  are  the  same.  From  North  Carolina  to  South 
Carolina  and  to  the  southeast  and  Mississippi  Valley,  the 
class  rates  are  made  as  differentials  under  those  from  the 
Virginia  Cities.  These  differentials  were  fixed  by  the 
Commission. 

Confusion  in  Southern  Interior  Rates. — The  interior  South- 
ern adjustment  presents  a  remarkable  tangle  of  inconsisten- 
cies and  discriminations.  The  old  basing  point  system  is  still 
generally  in  effect.  The  rates  between  the  principal  Southern 
manufacturing  or  distributing  points,  such  as  Atlanta,  Chat- 
tanooga, and  Birmingham  are  extremely  depressed,  while 
the  rate  from  any  of  these  points  to  the  local  territory  is  gen- 
erally the  mileage  scale  of  the  individual  line  reaching  the 
destination  in  question;  or,  where  joint  hauls  are  required,  a 
combination  of  local  rates.  This  has  resulted  in  innumerable 
long-and-short  haul  violations. 

The  rate  scales  and  classification  exceptions  of  the  rail- 
way commissions  of  the  various  Southern  states  serve  further 
to  complicate  matters.  No  two  states  have  adopted  the  same 
rate  scales.  Some  states  have  laws  forbidding  long-and- 
short  haul  departures;  others  do  not.  Furthermore,  the  rules 
of  the  several  states  vary  as  to  the  construction  of  rates  for 
joint  hauls,  some  states  requiring  a  deduction  of  as  much  as 
20%  or  25%  from  the  combination  of  local  rates,  while 
others  permit  them  to  be  made  the  full  sum  of  the  local  rates 
to  and  beyond  junction  points.  Naturally,  the  disposition  of 
these  rate-regulating  bodies  has  been  to  prescribe  rates  on  a 
level  which  will  tend  to  allow  the  jobbers  and  other  shippers 
within  such  states  a  decisive  advantage  against  outside  com- 
petition.    Consequently,   there   are   numerous   complaints   of 
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discrimination  in  intrastate  as  compared  with  interstate  rates. 
Again,  in  some  cases  the  charge  for  the  longer  hauls  under 
the  mileage  scales  has  been  so  much  greater  than  for  shorter 
hauls  that  there  has  been  a  serious  variation  from  the  prin- 
ciple of  rate  making  that  the  rate  per  ton  mile  should  decrease 
as  the  distance  increases. 

Moreover,  the  various  states  do  not  have  the  same  classifi- 
cation and  the  spread  between  classes  has  varied  widely  and 
without  reason;  as,  for  example,  in  Alabama,  5th  class  has 
ranged  from  50%  to  7170  of  ist  class.  Inconsistencies  and 
discriminations  can  doubtless  be  found  in  any  territory,  but 
in  the  South  where  the  situation  has  been  complicated  by  the 
basing  point  system  and  the  activities  of  the  state  commissions, 
the  result  has  been  an  unusual  confusion  in  rates  with  an  extra- 
ordinary disregard  for  distance  in  rate  making. 

The  Proposed  Readjustment  of  Southern  Rates. — Con- 
fronted with  decisions  of  the  Interstate  Commerce  Commission 
denying  fourth  section  relief  at  points  located  on  navigable 
water,  such  as  Nashville  (on  the  Cumberland  River),  Mem- 
phis, and  New  Orleans;  and  realizing  the  many  inequalities 
and  defects  in  the  present  rate  structure,  the  Southern  carriers 
have  worked  out  and  presented  to  the  Interstate  Commerce 
Commission  a  plan  for  a  comprehensive  and  systematic  revis- 
ion of  their  class  rates  on  a  ''dry-land"  basis,  eliminating  long- 
and-short  haul  violations,  except  those  necessary  to  allow  the 
use  of  circuitous  routes,  and  in  general  using  distance  as  a 
guide.  The  case  is  now  (1923)  before  the  Interstate  Com- 
merce Commission  for  adjudication. 

As  a  rule,  the  proposed  adjustment  follows  the  principles 
of  the  present  system  as  to  the  relationship  among  rates  from 
points  of  origin,  such  as  the  Ohio  and  ^Mississippi  River  Cross- 
ings, including  St.  Louis;  and  the  former  relationship  of  St. 
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Louis  to  the  Ohio  River  Crossings,  which  was  disturbed  by 
the  general  advances  of  1920,  is  substantially  restored.  The 
tabulation  of  proposed  ist  class  rates  on  page  383  illustrates 
this  relationship.  Generally,  the  proposed  ist  class  rates  from 
the  Ohio  River  to  the  Southeast  are  the  same  as  have  been  ap- 
proved by  the  Commission  for  northbound  application."  No 
changes  are  proposed  in  the  ist  class  rates  from  these  points  of 
origin  to  Mississippi  Valley  Territory. 

Readjustment  of  Rates  to  North  Carolina. — The  adjust- 
ment of  rates  from  the  Ohio  River  Crossings  and  the  Middle 
West  generally,  to  North  Carolina,  is  a  peculiarly  difficult 
problem.  The  Chesapeake  and  Ohio,  and  Norfolk  and  West- 
ern, which  are  in  Official  Classification  Territory,  serve  the 
ports  of  Norfolk  and  Newport  News,  Va.  In  order  to  secure  a 
share  of  the  export  traffic  from  the  upper  Mississippi  Valley 
and  the  Middle  West  in  general,  these  Pocahontas  roads  have 
found  it  expedient  to  niake  rates  to  the  ports  of  Norfolk  and 
Newport  News  on  a  very  low  basis,  distance  considered.  In 
spite  of  the  longer  haul,  they  have  made  their  rates  to  these 
pDrts  the  same  as  to  Baltimore.  Then,  in  order  to  avoid 
violations  of  the  long-and-short  haul  clause,  they  have  carried 
these  low  rates  back  to  the  inland  Virginia  Cities  of  Richmond, 
Petersburg,  Lynchburg,  and  Roanoke.  Merchants  at  North 
Carolina  cities,  such  as  Raleigh,  Winston-Salem,  Greensboro, 
and  Charlotte,  in  distributing  goods  in  North  Carolina,  have 
to  compete  with  jobbers  located  at  the  nearby  Virginia  Cities, 
and  they  have  used  every  influence  to  induce  the  carriers  to 
maintain  a  narrow  spread  over  the  Virginia  Cities.  The  routes 
through  the  Virginia  Cities  from  Ohio  River  points  to  North 
Carolina  have  exerted  a  controlling  influence  in  the  determina- 
tion of  the  rates,  which  have  heretofore  been  extremely  low.   In 
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order  to  bring  the  level  of  these  rates  somewhat  in  line  with 
rates  between  the  Ohio  River  and  other  points  in  Southern 
Territory,  it  will  be  necessary  to  advance  ihem  substantially.'' 
From  the  Virginia  Cities  and  the  East  to  Carolina  Terri- 
tory no  changes  in  the  ist  class  rates  are  proposed,  the  rates 

•The  following  comparison  of    ist  class  rates,   showing   those  in   effect   immediately 

prior  to  the  io7c  reduction  of  July  i,  1922,  as  "present"  rates,  illustrates  the  effect 
of  the  proposed  revision  from  the  Ohio  River  Crossings  and  St.  Louis  to  typical 
destinations: 

(All   rates  in  cents  per    100  lbs.) 

TO  FROM 

Atlanta    Sub-Terkitoby  Cincinnati     Louisville     Evansville     St.  Louis 

Chattanooga,  Tenn jPresent           119  119  119  165^ 

(Proposed        127  127  127  160 

Rome,   Ga /Present           167 J4  167J4  167^$  ziS'A 

I  Proposed        155  155  155  185 

Atlanta,    Ga /Present           167}^  167^2  167V2  216I/2 

\  Proposed         160  160  160  190 

*Macon,   Ga JPresent           167^  167}^  167^  2t6'/2 

(Proposed        175  i7S  I7S  205 

Albany,    Ga JPresent           205  205  205  256^2 

'Proposed        193  193  193  223 

Valdosta,    Ga J  Present           227  227  227  280 

(Proposed        208  208  208  238 

•Jacksonville,   Fla JPresent           149  149  149  196^ 

(Proposed       208  208  208  238 
Montgomery    Sub-Territory 

Decatur,    Ala JPresent           i393^  124  124  170 

(Proposed        142  127  127  160 

Birmingham,    Ala JPresent           167 Vi  152  152  200 

I  Proposed        160  145  145  175 

Tuscaloosa,  Ala /Present          184^  169  169  196J/2 

IProposed        170  155  155  ,85 

•Montgomery,    Ala JPresent           169  153  153  202 

(Proposed        175  160  160  190 

Troy,   Ala JPresent          215'/!  200  200  252 

(Proposed        190  175  175  205 

Dothan,    Ala JPresent           220^2  205  205  is^'A 

I  Proposed        208  193  193  223 

Mississippi  Valley  Territory 

Memphis,   Tenn JPresent           151  136  136  136 

IProposed        151  136  136  136 

New    Orleans,   La JPresent           208  193  193  ,93 

(Proposed        208  193  193  ,93 

Carolina  Territory 

Winston-Salem,  N.  C JPresent          134  134  ,4914  ,^2 

(Proposed        175  175  200  230 

Charlotte,    N.    C JPresent           164}^  164'^  180  231 

(Proposed        175  175  195  225 

Columbia,   S.   C JPresent           164^^  164V2  180  231 

(Proposed        187  187  202  232 

•  Rates    to    these    water    competitive    points  are    at    present    lower    than    to    many 
intermediate  points. 
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having  already  been  revised  under  fourth  section  principles  as 
previously  stated. 

Readjustment  of  Rates  from  Virginia  Cities  to  the  South- 
east.— The  existing  rates  from  the  Virginia  Cities  to  the 
Southeast  are  on  a  depressed  level,  distance  considered.  There 
are  several  reasons  for  this.  In  the  first  place,  there  is  the  com- 
petition for  traffic  from  the  Middle  West  into  the  Southeast, 
between  the  carriers  via  the  V^irginia  Cities  with  those  via  the 
Ohio  River  Crossings.  The  rates  covering  such  traffic  have 
heretofore  been  made  on  the  lowest  combination;  these  com- 
bination rates  were  only  equalized  via  the  different  gateways 
to  a  limited  extent.  Again,  the  competition  among  carriers 
reaching  the  several  \'irginia  Cities  tended  to  depress  the 
rates.  As  has  been  explained  above,  the  rates  from  the  West 
to  all  of  the  Virginia  Cities  are  the  same,  regardless  of  dis- 
tance, and  the  Southern  roads  which  reach  Norfolk  and  Rich- 
mond have  heretofore  made  the  rates  from  these  points  the 
same  as  from  Lynchburg  and  Roanoke  to  all  destinations  in 
the  Southeast  and  Mississippi  Valley,  although  the  distances 
from  the  last-named  points  are  in  many  instances  much  less 
than  from  Richmond  and  Norfolk.  This  is  particularly  true 
of  destinations  to  which  the  short  line  is  through  Bristol, 
Tenn.  Finally,  there  is  a  water-and-rail  route  from  Baltimore 
through  Norfolk  to  the  South,  and  fourth  section  observance 
compelled  the  use  of  Baltimore  rates  as  a  maximum  from  the 
Virginia  Cities.  Rates  from  the  Virginia  Cities  to  south 
Georgia  points  so  made  are  about  20  cents,  ist  class,  lower 
than  they  need  be,  owing  to  the  greater  increases  made  in 
inter-terrtorial  rates  in  1920  from  Baltimore  than  from  the 
Virginia  Cities  and  other  border  points  lying  within  Southern 
Territory. 
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It  is  now  recognized  that  the  rates  from  the  Virginia  Cities 
into  the  Southeast  are  unduly  low,  and  in  revising  them  these 
principles  are  observed. 

1.  They  are  advanced  to  be  more  nearly  in  harmony  with 
rates  from  the  West  to  the  same  territory  for  similar  dis- 
tances. 

2.  The  Virginia  Cities  h^ve  been  divided  into  two  groups 
in  making  rates  to  Atlanta  and  points  west  of  Atlanta,  one 
group  including  Lynchburg  and  Roanoke,  and  the  other 
Richmond  and  Norfolk. 

3.  The  rates  to  south  Georgia  territory  are  to  be  not  less 
than  from  Baltimore  via  water  and  rail. 

Under  this  arrangement  the  ist  class  rate  from  the  Lynch- 
burg-Roanoke group  to  Atlanta  is  made  the  same  as  from 
Louisville  and  Cincinnati,  namely,  $1.60,  while  the  rate  from 
the  Richmond-Norfolk  group  is  made  8  cents  higher. 

Readjustment  from  Eastern  Points — From  eastern  points 
the  rates  to  Atlanta  and  other  points  in  Georgia  and  eastern 
Tennessee  are  left  practically  unchanged.  To  Birmingham, 
Montgomery,  and  Selma,  Ala.,  the  ist  class  rate  is  to  be  made 
15  cents  higher  than  to  Atlanta,  this  being  the  differential  in 
the  rates  from  Louisville,  St.  Louis,  and  similar  points  to  At- 
lanta over  Birmingham.  To  Mississippi  Valley  points  it  is  as  a 
rule  necessary  to  advance  the  rates  10  cents,  ist  class,  to  make 
them  fit  into  the  rest  of  the  adjustment. 

The  following  figures  (cents  per  hundred  pounds)  will 
illustrate  the  adjustment  from  Virginia  Cities  and  the  East: 
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Through  Rates  from  C.  F.  A.  Territory  Proposed. — The 
most  difficult  feature  of  the  revision  was  the  question  of  rates 
from  IlHnois  and  Central  Freight  Association  points  to  the 
South.  For  many  years  there  have  been  certain  through  rates 
from  all  of  this  Middle  Western  territory  to  the  Soutli,  such 
as  those  to  the  lower  Mississippi  River  points,  Memphis  to 
New  Orleans,  and  to  the  Gulf  ports.  Through  rates  have  re- 
cently been  established  from  Chicago  and  other  Illinois  points 
to  interior  Mississippi  Valley  points,  but  not  from  C.  F.  A. 
Territory.  The  rates  which  have  heretofore  applied  from  all 
of  the  territory  in  question  to  the  Southeast  and  the  Carolina 
territories,  have  been  combination  rates  based  on  Ohio  River 
Crossings. 

The  Southern  lines  have  proposed  the  establishment  of 
through  rates  substantially  less  than  the  combination  rates, 
but  naturally  do  not  desire  to  sacrifice  revenue  as  a  result.  The 
proposed  ist  class  rate  from  Detroit  to  Greenville  and  Colum- 
bus, Miss.,  was  $2.10,  which  is  the  maximum  that  could  be 
applied  under  fourth  section  principles  from  Detroit  to  Bir- 
mingham. The  short-line  distances  from  Detroit  to  both  Bir- 
mingham and  Atlanta  are  through  Cincinnati  and  are  approxi- 
mately the  same.  It  is,  therefore,  considered  proper  to  make 
the  rate  from  Detroit  to  both  points  $2.10,  and  the  rate  from 
Chicago  to  Atlanta  is  made  the  same  as  from  Detroit.  Deduct- 
ing from  this  figure  the  rate  of  $1.60  leaves  a  difference  of  50 
cents  to  apply  between  Chicago  and  Louisville,  which  is  56% 
of  the  present  rate  between  those  points. 

In  order  to  afford  a  consistent  relation  between  points  of 
origin,  the  proposed  rates  from  the  whole  territory  were 
worked  out  on  a  differential  basis.  The  differential  was,  as  a 
rule,  made  approximately  56%  of  the  local  ist  class  rate  from 
each  point  or  group  of  points  to  the  nearest  Ohio  River  Cross- 
ing. This  results  in  making  the  rates  from  Chicago  to  At- 
lanta the  same  as  from  New  York,  all-rail,  namely,  $2.10,  and 
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means  a  reduction  of  47  cents,  ist  class,  in  the  former  com- 
bination rate  of  $2.57,  with  corresponding  reductions  to  the 
Southeast  generally. 

From  the  eastern  part  of  C.  F.  A.  Territory  to  the  lower 
Mississ'ippi  River  Crossings  and  Gulf  ports  the  rates  were 
advanced  sufficiently  to  present  an  adjustment  consistent  with 
that  proposed  to  the  Southeast.  To  Carolina  Territory  a 
similar  basis  is  used,  the  through  rates  not  being  higher  than 
those  made  by  combination  of  the  local  rates  via  the  Virginia 
Cities. 

Rates  from  the  Buffalo- Pittsburgh  zone  have  been  pro- 
posed on  the  same  basis  as  from  Central  Freight  Association 
Territory. 

Rates  from  Carolina  Territory  to  Southeastern  and  Mis- 
sissippi Valley  points  are  made  as  differentials  under  the  rates 
from  Richmond,  Va.,  the  distances  being  somewhat  less. 

Readjustment  within  the  Southeast. — In  place  of  the  exist- 
ing confused  rates  between  points  within  the  Southeast,  the 
carriers  have  proposed  a  consistent  readjustment  conforming 
to  the  long-and- short  haul  clause  in  which  distance  has  been 
followed  as  a  guide.  A  mileage  scale  covering  distances  up 
to  460  miles  has  very  generally  been  proposed  as  the  basis  and 
is  in  all  cases  observed  as  a  maximum.  This  scale — which  re- 
sembles the  C.  F.  A.  Scale  in  construction — begins  with  30 
cents,  1st  class,  for  hauls  of  5  miles  and  less,  and  is  graded 
up  to  reach  $1.60  at  460  miles,  which  is  approximately  the 
average  distance  from  the  Ohio  River  Crossings  to  Atlanta. 
At  the  hearing  on  these  rates  one  of  the  carriers'  witnesses 
presented  data  to  show  that  the  average  actual  terminal  expense, 
without  adding  anything  for  the  cost  of  transportation,  is 
30  cents  per  100  pounds  on  less-than-carload  merchandise. 

The  carriers  propose  to  eliminate  all  less-than-carload 
"exceptions"     to    the    classification.       Carload     "exceptions" 
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would  be  temporarily  retained  and  replaced  later  by  com- 
modity rates.  These  exceptions  are  so  lacking  in  uniformity 
and  consistency  that  their  elimination  is  essential  to  a  non- 
discriminatory rate  structure. 

Summary. — Railway  freight  rates  in  the  Southeast  have 
been  relatively  low,  considering  the  sparseness  of  the  traffic. 
In  the  first  place,  water  competition  has  made  the  rates  from 
the  North  to  the  South  especially  low.  The  rates  to  the  South 
Atlantic  and  Gulf  ports  are  held  down  by  direct  water  com- 
petition, while  those  from  the  East  to  the  interior  South- 
eastern points  must  be  made  with  relation  to  the  water-and- 
rail  rates,  the  level  of  which  is  strongly  influenced  by 
potential  water  competition  at  many  jobbing  centers  located 
on  navigable  rivers,  such  as  Augusta,  Macon,  and  Columbus, 
Ga.,  Montgomery  and  Selma,  Ala.,  and  Nashville,  Tenn. 
Mississippi  River  points,  such  as  Memphis,  Vicksburg,  and 
New  Orleans  have  had  the  advantage  of  extremely  low  rates 
from  Chicago,  St.  Louis,  and  Central  Freight  Association 
Territory,  generally,  on  account  of  water  competition  on  the 
Mississippi  River.  The  low  rates  to  Atlanta  have  held  down 
the  rates  to  the  intermediate  Carolina  Territory.  The  rates 
from  the  West  to  the  Virginia  Cities  are  abnormally  depressed, 
and  this  situation  has  been  reflected  in  the  rates  to  the  nearby 
North  Carolina  cities.  Finally,  competition  between  the 
carriers  has  caused  very  low  rates  between  interior  southern 
manufacturing  and  distributing  centers,  and  between  such 
points  and  the  southern  ports  for  relatively  short  hauls. 

In  general,  it  may  be  said  that  in  the  past  distance  and 
cost  of  service  have,  in  too  many  instances,  not  been  given 
proper  consideration  in  the  fixing  of  rates  in  the  South.  Fur- 
thermore, lack  of  uniformity  in  rate  scales,  the  great  number 
of  classification  exceptions,  and  the  discrimination  arising 
from  the  activities  of  the  state  rate-regulating  bodies,  have 
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brought  about  a  situation  where  only  a  radical  revision  along  ■ 
systematic  lines  can  prevent  the  continuance  of  the  dissatisfac- 
tion and  litigation  which  have  been  so  common  in  the  past. 
It  is  to  meet  these  conditions  that  the  carriers  have  under- 
taken a  readjustment  of  freight  rates  so  far-reaching.  In 
general,  the  principles  underlying  the  revision  submitted  to 
the  Interstate  Commerce  Commission  may  be  summed  up  as 
follows : 

1.  Distance  is  given  careful  consideration  in  fixing  the 
new  rates,  but  groupings  of  origins  and  destinations  have  been 
retained  where  experience  has  shown  them  to  be  fair  to  all 
interests.  The  adjustment  proposed  in  this  respect  may  l^e  said 
to  resemble  somewhat  the  system  of  rates  between  Eastern 
Trunk  Line  Territory  on  the  one  hand,  and  Chicago  and  C.  F. 
A.  points  on  the  other  hand.  For  the  short  hauls,  distance  is 
made  the  controlling  factor,  rates  for  the  distances  up  to  200 
miles  having  been  made  almost  invariably  on  a  mileage  scale. 

2.  Water  competition  has  been  ignored  to  the  greatest 
extent  practicable  and  the  rates  placed  on  a  "dry-land"  basis, 
long-and-short  haul  departures  via  the  direct  lines  being  elimi- 
nated. The  Commission  has  been  asked,  however,  to  grant 
the  relief  necessary  to  allow  circuitous  lines  or  routes  to  meet 
the  rates  initiated  by  the  direct  lines  without  applying  them 
as  maximum  rates  at  intermediate  destinations  on  the  indirect 
routes  beyond  the  equidistant  points.  This  relief  is  necessary 
because  there  are  many  routes  over  which  traffic  can  be 
handled  from  the  North  into  the  South,  all  of  which  are  in 
strong  competition  with  one  another,  and  the  same  situation 
exists  between  points  within  the  South.  If  the  application  of 
rates  to  competitive  points  were  restricted  to  the  shortest 
routes  between  any  two  points,  the  result  would  probably  be 
congestion  on  the  direct  lines  and,  furthermore,  the  public 
would  be  deprived  of  the  advantage  which  it  derives  from 
competition  between  the  carriers. 
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3.  Rates  will  be  made  the  same  in  both  directions. 

4.  It  is  the  plan  of  the  carriers  to  do  away  with  the  numer- 
ous existing  discriminations  between  shippers  having  the  ad- 
vantage of  intrastate  rates  and  those  using  interstate  rates. 

5.  Exceptions  to  the  Southern  Classification  on  merchan- 
dise traffic  are  to  be  discarded,  thereby  removing  undue  dis- 
criminations and  preventing  the  continuance  of  the  confusion 
and  dissatisfaction  arising  from  the  existence  of  dozens  of 
different  classifications  and  exception  sheets  within  a  limited 
area. 

6.  A  uniform  percentage  relationship  of  classes  has  been 
suggested  for  the  purpose  of  making  each  class  of  merchan- 
dise bear  its  proper  proportion  of  the  total  cost  of  transpor- 
tation, and  for  the  further  purpose  of  bringing  the 
relationship  of  classes  in  the  South  nearer  to  that  in  effect  in 
other  sections  of  the  country,  thereby  simplifying  the  problem 
of  working  out  a  uniform  classification  for  the  country  as  a 
whole. 

An  important  feature  of  the  new  plan  is  that  it  tends  to 
break  down  the  isolation  of  the  South  as  a  traffic  territory'. 
Under  the  new  arrangement  through  rates  are  proposed  from 
C.  F.  A.  Territory  to  the  entire  South,  instead  of  the  former 
combination  rates  which  were  constructed  by  combining  the 
Northern  rates  to  the  Ohio  River  Crossings  or  the  Virginia 
Cities  and  the  rates  from  those  points  to  the  South.  The 
establishment  of  these  through  rates  would  consequently  re- 
duce the  advantage  of  Louisville  and  other  Ohio  River  points 
and  the  Virginia  Cities,  but  favor  the  manufacturers  in  C.  F. 
A.  Territory.  It  is  part  of  the  plan  of  the  carriers,  which 
they  have  not  yet  fully  worked  out,  to  follow  this  up  with 
the  publication  of  through  rates  on  commodities  moving  from 
Western  Trunk  Line  Territory  and  from  points  in  Texas  and 
the  rest  of  the  Southwestern  territory. 
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Water  Competition — In  conclusion,  we  may  note  that 
ocean  competition  will  always  strongly  affect  Southern  rates.  ) 
It  is  this  competition  which  enabled  the  water  and  rail  routes^ 
to  control  the  adjustment  of  rates  from  eastern  cities  to  the 
greater  part  of  the  Southeast,  including  all  points  east  of 
Chattanooga,  Birmingham,  and  Selma,  which  is  known  as 
"differential  territory." 

If  the  rail  rates  to  this  territory  were  put  on  a  strictly 
distance  basis,  the  charges  through  the  South  Atlantic  ports,  ' 
even  if  made  a  combination  of  rates  to  and  beyond  these 
ports,  would  be  so  much  lower  than  via  all  rail  to  many 
destinations  as  to  make  it  impossible  for  the  rail  lines  to 
compete  for  the  traffic.  This  is  unquestionably  true  of  points 
near  the  coast,  such  as  Macon  and  Valdosta,  Ga.,  and  probably 
of  points  as  far  west  as  Columbus,  Ga.  Just  as  the  rates 
across  the  continent  to  San  Francisco  are  affected  by  the 
Panama  Canal  to  a  greater  extent  than  are  those  to  a  western 
inland  point  such  as  Reno,  so  there  will  always  be  a  tendency 
toward  lower  rates  to  points  in  Southern  differential  territory. 
Moreover,  competition  between  these  differential  points  and 
others  farther  inland  will  tend  to  hold  down  the  rates  from 
Central  Freight  Association  Territory  points  to  all  the  South- 
eastern Territory. 

Thus  we  see  how  complicated  is  the  establishment  and 
maintenance  of  a  uniform  rate  structure  throughout  the  South 
on  a  dry-land  or  distance  basis. 


CHAPTER  XXIV 

THE  TRANSCONTINENTAL  RATE  STRUCTURE 

The  Territory — The  problem  of  transcontinental  rates 
originally  concerned  only  traffic  shipped  to  Pacific  Coast  ports. 
With  the  development  of  the  West,  however,  traffic  to  inter- 
mediate points  in  the  Rocky  Mountain  states  came  to  be 
involved,  the  rates  to  such  points  being  based  on  the  rates  to 
the  coast.  The  carriers  immediately  concerned  were  those 
whose  lines  extended  west  of  the  Missouri  River.  Trans- 
continental rate  territory  may  be  said  roughly  to  include  the 
coast  states  of  California,  Oregon,  and  Washington;  and  in 
addition  the  states  of  Nevada,  Montana,  northern  Idaho,  and 
the  western  parts  of  Utah  and  New  Mexico.^  Vancouver  and 
Victoria  in  British  Columbia  also  lie  in  this  territory. 

As  the  name  "transcontinental"  implies,  the  problem  to  be 
discussed  in  this  chapter  concerns  rates  l^etween  Transcon- 
tinental Territory  and  other  territories  to  the  east — not  rates 
within  Transcontinental  Territory.  Eastern  Territory,  from 
the  transcontinental  point  of  view,  includes  all  of  the  United 
States  east  of  a  line  extending  northward  from  El  Paso,  Tex., 
west  of  Denver  and  Cheyenne,  to  the  head  of  Lake  Superior 
(see  Fig.  31). 

The  Background  of  the  Transcontinental  Rate  Problem. — 
At  the  bottom  of  the  Transcontinental  rate  problem  lies  water 
competition  and  especially  competition  via  the  Panama  Canal. 
Prior  to  the  opening  of  that  canal  the  railways  were  able  to 


*  See  Fig.  2-;,  page  ^2^. 
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meet  the  competition  of  ocean  carriers  by  way  of  Cape  Horn 
or  by  the  Gulf  of  Mexico  and  the  Tehuantepec  route  without 
much  difficulty,  and  a  satisfactory  adjustment  of  rates  was 
reached  with  relative  ease.  The  opening  of  the  Panama  Canal, 
however,  cut  the  sailing  time  by  at  least  two-thirds  and  re- 
quired sharp  reductions  in  the  all-rail  rates  across  the  con- 
tinent to  the  Pacific  ports.  Rates  to  and  from  Pacific  Coast 
ports  had  to  be  made  so  low  that  if  they  had  been  applied 
to  all  western  points  the  Transcontinental  roads  would  have 
lost  money.  Accordingly,  they  made  the  reductions  applica- 
ble only  to  coast  territory  where  they  met  the  competition  of 
the  ocean  carriers,  and  charged  higher  rates  to  intermediate 
points  on  their  lines. 

The  higher  intermediate  rates  were  made  on  the  basing 
point  system,  that  is,  the  rate  to  such  a  point  as  Spokane, 
Wash.,  was  made  by  taking  the  rate  to  Seattle  and  adding 
thereto  the  local  rate  back  from  Seattle  to  Spokane. 

The  Subdivisions  of  Transcontinental  Territory  and  Di- 
verse Interests. — This  situation  has  given  rise  to  two  great 
rate  territories,  each  of  which  contains  two  different  and  con- 
flicting interests : 

I.  Transcontinental  Territory,  the  extent  of  which  has 
already  been  stated,  may  be  divided  between  the  coast  points 
and  inter-mountain,  or  back-haul  territory,  (a)  The  coast 
points  include  Pacific  Coast  terminals.-  (b)  East  of  these 
coast  tQwns  lies  the  inter-mountain  territory  including  such 
points  as  Spokane,  Walla  Walla,  Yakima,  in  Washington; 
Pendleton  and  Huntington  in  Oregon ;  Reno,  Nev. ;  Marys- 
ville  and  Fresno,  Cal. ;  and  Phoenix  and  Prescott  in  Arizona. 
This  territory  is  divided  into  "California  Intermediate  Ter- 


"  Aberdeen,  Anacortes,  Bellingham,  Cosmopolis,  Everett,  Hoquiam,  Seattle,  South 
Bellingham,  and  Tacoma,  Wash.;  Astoria  and  Portland,  Ore.;  New  Westminster, 
Prince  Rupert,  Vancouver,  and  Victoria,  B.  C. ;  and  East  San  Pedro,  Oakland,  Rich- 
mond,   San    Diego,    San    Francisco,    San    Pedro,    and    Wilmington,    Cal, 
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ritory"  and  "North  Pacific  Intermediate  Territory,"  with 
several  subdivisions  within  each  sub-territory. 

These  two  groups  in  the  Western  Territory  have  diverse 
interests  in  that  the  coast  towns  support  the  carriers  in  their 
tendency  to  make  low  rates  to  the  terminals  and  retain  higher 
rates  to  the  intermediate  points,  while  the  inter-mountain 
towns  resist  this  tendency  and  demand  that  the  railways  make 
rates  to  them  which  shall  be  at  least  no  higher  than  to  the 
coast. 

It  is  to  be  noted  that  the  contentions  of  the  inter-moun- 
tain shippers  are  based  upon  jobbing  interests  rather  than 
upon  those  of  manufacture.  The  jobbers  in  the  inter-moun- 
tain territory  are  in  competition  with  jobbers  on  the  coast, 
and  they  resent  lower  rates  to  the  coast  which  enable  the 
jobbers  there  to  secure  goods  at  less  cost  and  come  back 
into  the  territory  occupied  by  them.  There  is  relatively  little 
manufacturing  in  this  region  and  it  depends  for  its  manu- 
factured products  largely  upon  the  territory  lying  east  of  the 
Mississij)pi  River  and  north  of  the  Ohio. 

2.  The  Eastern  Territory  is  occupied  by  two  diverse  in- 
terests consisting  of :  (a)  the  Atlantic  Coast  ports  and  interior 
points  adjacent  thereto,  and  (b)  middlewestern  points  center- 
ing around  Chicago.  The  Atlantic  ports  desire  to  retain  the 
full  benefit  of  the  low  water  rates  from  coast  to  coast  and 
object  to  the  making  of  low  rail  rates  from  middlewestern 
points  which  would  enable  the  manufacturers  there  to  com- 
pete with  them  on  the  Pacific  Coast.  On  the  other  hand,  the 
middlewestern  points  insist  that  it  is  for  the  benefit  of  the 
whole  country  that  they  should  be  allowed  to  find  an  outlet 
for  their  products  in  western  markets  in  competition  with  the 
eastern  seaboard  producers,  and  to  that  end  demand  low 
Transcontinental  rail  rates. 

Their  claim  is  not  based  so  much  upon  the  existence  of 
direct    water   competition   by   way   of   the    Panama   Canal — 
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although  the  rail-water  rate  via  New  Orleans  or  Galveston 
and  the  Gulf  of  Mexico  does  enter  the  question — as  it  is  upon 
market  competition :  the  middlewestern  points  desire  to  be 
given  rates  which  will  enable  them  to  compete  with  the  Atlantic 
seaboard  for  the  markets  of  the  Pacific  Coast.  Of  course, 
they  also  insist  on  the  advantage  of  a  shorter  rail  haul. 

As  a  result  of  market  competition  between  eastern  and 
middlewestern  points,  Transcontinental  commodity  rates, 
both  east  and  westbound,  have  been  largely  "blanketed,"  and 
are  often  the  same  to  or  from  the  middle  west  as  to  or  from 
the  Atlantic  Coast. 

A  third  distinct  interest  might  be  added  to  those  in  East- 
ern Territory,  for  Missouri  River  points  desire  to  l^e  included 
with  middlewestern  points,  such  as  Chicago,  in  securing  the 
low  rates  to  the  coast  on  the  ground  of  watei  and  market 
competition.  For  example,  at  a  hearing  in  November,  1921, 
the  Chambers  of  Commerce  of  Hutchison  and  Wichita,  Kan., 
were  represented  and  insisted  that  their  relative  nearness  to 
the  coast  entitled  them  to  share  on  a  percentage  basis  in  pro- 
posed low  rates  from  more  eastern  points. 

With  this  sketch  of  the  territory  and  the  interests  in- 
volved in  mind,  we  may  now  consider  recent  developments  in 
the  Transcontinental  rate  structure.  It  is  to  be  remembered 
that  in  the  Transcontinental  rate  structure  "commodity  rates" 
are  much  more  important  than  "class  rates,"  and  carload  ship- 
ments greatly  predominate.  The  spread  between  the  carload 
and  the  less-than-carload  rates  is  wide.  Accordingly,  most  of 
what  follows  concerns  commodity  rates  on  carload  shipments. 

History  of  Transcontinental  Rates. — In  19 10  the  Interstate 
Commerce  Act  was  amended  so  as  to  give  the  Interstate 
Commerce  Commission  greater  power  to  prevent  violations  of 
the  long-and-short  haul  principle,  the  amendment  requiring 
the  carriers  to  apply  to  the  Commission  for  authority  to  con- 
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tinue  each  individual  departure  from  that  principle.  Accord- 
ingly, the  carriers  made  application  for  a  continuation  of 
the  relatively  low  rates  which  they  had  been  charging  from 
the  East  to  Pacific  Coast  points,  while  the  inter-mountain 
cities,  among  which  Reno  was  prominent,  objected.^ 

In  191 1  the  Commission  handed  down  a  decision  which, 
while  it  granted  the  "relief"  from  the  long-and-short  haul 
clause  requested  by  the  carriers,  somewhat  modified  the  old 
rate  structure  in  the  direction  of  reducing  the  discrimination 
against  inter-mountain  points.  Very  briefiy  stated,  the  Com- 
mission's decision  authorized  lower  rates  from  the  East  to  the 
coast  than  to  inter-mountain  points,  but  limited  the  amount  of 
the  (lifTercnce  in  rates  from  those  eastern  points  at  which  water 
competition  was  not  actually  effective. 

This  idea  was  carried  out  dividing  the  Eastern  Territory 
into  five  groups  and  authorizing  the  railways  to  charge  rates 
from  the  various  groups  to  inter-mountain  points  which  dif- 
fered widely  in  the  amount  by  which  they  exceeded  the  rates 
to  coast  points.  Group  IV  embraced  Trunk  Line  and  New 
England  Territories,  from  which  water  competition  is  most 
effective,  and  from  this  group  the  carriers  were  authorized  to 
applv  such  low  rates  to  the  coast  that  they  could  add  25% 
thereto  in  making  their  rates  to  inter-mountain  points.  At 
the  other  extreme  was  Group  I,  which  embraced  all  Eastern 
Territory  west  of  and  including  Duluth.  St.  Paul,  Omaha, 
and  a  line  south  to  the  Gulf.  Prom  Group  I  points,  rates  to 
the  coast  points  could  not  be  lower  than  rates  to  inter-moun- 
tain points.  In  between  lay  Groups  II  and  III.  including  re- 
spectively, Chicago  together  with  middlewestern  points,  and 
Buffalo-Pittsburgh  territory.  From  these  groups,  rates  to  the 
inter-mountain  region  could  exceed  those  to  the  coast  by  only 
7%  and  15%  respectively.  Southeastern  Territory  was  in- 
cluded in  Group  V,  and  down  to  191 8  no  through  rates  were 

'  Sec   Reno    Case,    19    I-    C.    C.    238. 
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available  from  this  group.  Then  the  United  States  Director- 
General  ordered  through  rates  to  western  points  similar  to 
those  from  the  territory  north  of  the  Ohio. 

This  arrangement,  which  allowed  the  maximum  discrimi- 
nation to  coast  points  from  seaboard  territory  and  graded 
down  the  amount  of  discrimination  till  it  reached  zero  in 
Missouri  River  territory,  both  operated  to  help  the  middle- 
western  manufacturer  by  giving  him  somewhat  lower  rates 
to  the  coast,  and  at  the  same  time  protected  the  inter-mountain 
jobbers  sufficiently  to  allow  them  to  maintain  their  business 
in  competition  with  the  jobbers  at  Missouri  River  and  Pacific 
Coast  points. 

Nevertheless,  the  Commission's  decision  was  protested  and 
was  enjoined  by  inferior  courts.  In  19 14  the  Supreme  Court 
upheld  the  decision/  and  the  arrangement  above  described 
became  effective. 

Panama  Canal  Competition. — Meanwhile,  the  Panama 
Canal  had  come  into  operation,  in  1914,  and  had  begun  to 
make  water  competition  more  intense.  The  canal  lx)th  reduced 
the  operating  expenses  of  ocean  carriers  and  enabled  them  to 
give  better  service.  Consequently,  they  reached  further  inland 
from  both  the  eastern  and  western  coast  terminals,  and  took 
a  growing  volume  of  traffic  from  the  railways.  In  191 5, 
therefore,  the  Interstate  Commerce  Commission  authorized 
still  greater  "relief"  to  the  rail  carriers  in  the  way  of  enabling 
them  to  make  lower  rates  to  the  coast  without  reducing  their 
charges  to  inter-mountain  points.^  This  was  done  ( i )  by 
changing  the  amount  of  relief  from  the  long-and-short  haul 
clause  which  was  given  to  the  different  rate  groups  in  Eastern 
Territory,  and  (2)  by  dividing  the  traffic  into  three  groups 
according  as  it  was  more  or  less  subject  to  water  competition. 


*  Inter -mountain  rate  case,   234   U.    S.   276. 
'  32   I.C.C.    61 1. 
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Schedules  of  Commodities. — One  of  the  most  important 
parts  of  this  arrangement  was  the  classification  of  commodi- 
ties into  three  "schedules"  :  Schedules  A,  B,  and  C  Schedule 
A  included  traffic  which  was  not  affected  by  water  competition, 
such  as  musical  instruments,  glass,  and  bicycles,  and  on  com- 
modities which  fell  under  this  schedule  no  lower  rates  were 
authorized  to  the  coast  tlian  to  inter-mountain  points.  Under 
Schedule  B  came  commodities  such  as  agricultural  implements 
and  light  sheet  steel,  on  which  water  competition  was  only 
potential  or  slightly  effective,  and  the  rates  on  such  commod- 
ities were  allowed  a  maximum  discrimination  against  the 
inter-mountain  points  of  25%,  which  was  the  same  as  in  the 
191 1  arrangement.  Schedule  C,  which  included  the  greatest 
volume  of  traffic,  consisted  of  commodities,  such  as  iron  and 
steel  articles,  i)aint,  paper,  and  stoves,  on  which  actual  water 
competition  was  keen,  and  the  carriers  were  authorized  to 
make  greater  discrimination  against  inter-mountain  points 
under  conditions  described  in  the  next  section. 

Territorial  Groups. — The  basis  for  the  rates  on  Schedule  C 
commodities  from  all  the  eastern  groui)S  was  laid  in  the  rates 
from  Missouri  River  territory  (including  what  the  carriers 
call  Group  F  points  and  those  west  thereof).  It  was  provided 
that  when  the  rate  to  the  Pacific  Coast  terminals  was  not 
extremely  low — that  is,  when  it  was  75  cents  or  more — the 
rate  from  the  Missouri  River  territory  to  intermediate  points 
was  to  be  not  less  than  that  to  the  coast  terminals.  In  other 
words,  for  cases  in  which  a  rate  of  y^  cents  or  more  could 
be  charged,  no  relief  from  the  long-and-short  haul  clause  was 
given  to  Missouri  River  territory  on  shipments  to  the  coast. 
When,  however,  the  rate  to  the  Pacific  Coast  terminals  was 
less  than  j^  cents  per  hundred  pounds,  it  was  provided  that 
the  rate  to  intermediate  points  might  be  somewhat  higher  but 
should  not  exceed  y^  cents  per  hundred  pounds.     Under  this 
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provision  the  carriers  might  make  as  low  rates  as  they  desired 
on  traffic  to  the  coast,  but  when  they  made  very  low  rates 
they  could  not  exceed  75  cents  to  the  inter-mountain  points. 
This  changed  the  situation  from  that  existing  under  the  Com- 
mission's ruling  of  191 1,  in  that  the  earlier  ruling  afforded 
no  relief  to  Missouri  River  territory,  while  the  later  one 
allowed  a  limited  relief  in  the  case  of  rates  which  were  under 
75  cents  per  hundred  pounds. 

From  the  rate  groups  which  lay  east  of  the  Missouri 
River  territory,  rates  to  the  inter-mountain  points  were  author- 
ized which  would  exceed  those  from  Missouri  River  territory 
by  certain  fixed  amounts,  ranging  from  15  cents  to  35  cents 
on  carload  traffic,  and  from  25  cents  to  55  cents  on  less-than- 
carload  traffic.  For  example,  carload  rates  to  inter-mountain 
points  from  Chicago-St.  Louis  territory  (embracing  the  car- 
rier's rate  Groups  D  and  E)  might  be  as  much  as  15  cents 
higher  than  the  rates  from  Missouri  River  territory;  while 
from  Boston-New  York-Philadelphia  territory  (Group  A 
points)  carload  rates  to  inter-mountain  territory  might  be  as 
much  as  35  cents  over  those  from  Missouri  River  territory. 
Clearly,  the  whole  scheme  hinged  on  the  Missouri  River  rates, 
and  as  already  stated,  the  provision  there  was  that  in  the 
case  of  rates  under  75  cents  the  carriers  might  go  as  low  as 
they  pleased  in  their  charges  for  the  haul  to  the  coast  terminals, 
while  maintaining  a  rate  of  not  over  75  cents  to  the  inter- 
mountain  points. 

One  effect  of  this  arrangement  was  to  give  a  decided  ad- 
vantage in  inter-mountain  territory  to  middlewestern  points 
such  as  Chicago,  both  in  the  jobbing  business  and  in 
manufacturing. 

Reduced  Water  Competition  Brings  Long-and-Short  Haul 
Application. — The     foregoing    connnodity    rate    adjustment, 
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while  well  adapted  to  meet  the  needs  of  the  time,  was  soon 
forced  out  of  existence  by  chan^nng  conditions.  To  begin 
with,  the  canal  was  blocked  by  a  serious  slide  during  parts 
of  191 5  and  1916.  At  the  same  time,  the  great  European 
War  had  created  a  demand  for  ocean  shipping  which  made 
it  profitable  to  divert  tonnage  from  the  inter-coastal  trade.  As 
a  result  of  these  things,  canal  competition  ceased  to  exist. 
During  1916  various  adjustments  to  meet  the  new  situa- 
tion were  proposed,  but  the  final  settlement  came  about 
through  a  case  brought  by  one  of  the  intcr-mountain  cities, 
Spokane,  which  claimed  that  under  the  changed  circumstances 
there  was  no  good  reason  for  lower  rates  to  the  coast  than  to 
the  back-haul  territory. 

In  191 7.  the  Interstate  Commerce  Commission  handed 
down  a  decision  which  wii)ed  out  practically  all  the  old  rate 
adju.^tmcnt.  It  decided  that  (  i  )  not  only  were  the  rates 
under  Schedules  B  and  C  to  the  Pacific  Coast  terminals  too 
low,  but  that  (2)  the  westbound  commodity  rates  to  the  ter- 
minals should  not  be  lower  than  tho.^^e  to  the  intermediate 
points;  and  that  ( ,0  the  eastbound  commodity  rates  on  barley, 
beans,  etc..  should  be  adjusted  according  to  the  long-and-short 
haul  i)rinciple.  In  making  this  decision,  the  Commission 
recognized  that  the  new  adjustment  probably  could  not  1)6 
maintained  i)ermanently.  but  it  seemed  to  be  the  logical  thing 
in  view  ot'  the  virtual  disapj^earance  of  water  comjjetition. 

Accorilingly,  in  1918.  when  certain  inter-mountain  cities, 
emboldened  by  the  success  of  Spokane  in  191 7,  sought  to  in- 
duce the  Commission  to  go  further  and  grade  rates  on  a  dis- 
tance basis  so  that  those  cities  would  enjoy  lower  rates  from 
and  to  the  Kast  than  the  coast  terminals,  the  Interstate  Com- 
merce Commission  refused  to  grant  their  request.  Water 
comi)etition  was  already  l)eginning  to  liecome  efTective  again. 
From    that    time   on.    traffic   by    way   of    the   canal    increased 
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until  in  1922  the  tons  of  cargo  carried  through  the  canal  in 
United  States  vessels  were  4,950,000.  and  the  coast-to-coast 
traffic  was  about  25%  of  the  total  canal  tonnage. 

Present  Commodity  Rate  Adjustment. — As  a  result,  the 
Transcontinental  railways  sought  relief  in  the  shape  of  lower 
westbound  rates  to  the  coast.  In  spite  of  the  water  competi- 
tion, however,  the  Commission  felt  compelled  to  deny  the 
railways'  petition  almost  in  its  entirety.^  The  only  relief  given 
from  the  provisions  of  the  long-and-short  haul  clause  was  on 
barley,  beans,  canned  goods,  rice,  dried  fruit,  and  asphalt 
from  the  California  terminals  to  New  York  via  Galveston ; 
and  on  crude  sulphur  from  points  in  Louisiana  and  Texas  to 
San  Francisco  and  northern  Pacific  terminals.  Thus  the  status 
of  domestic  Transcontinental  rates  at  present  is  much  the  same 
as  that  which  came  into  existence  under  the  decision  of  191 7, 
and  in  most  cases  the  rates  to  and  from  the  Pacific  Coast  are 
the  same  as  or  similar  to  those  which  apply  to  and  from 
inter-mountain  cities. 

As  a  result,  the  Transcontinental  railways  were  in  1922 
and  1923  much  handicapped  in  their  competition  with  the 
inter-coastal  water  carriers  and  they  lost  a  great  deal  of 
tonnage. 

Restoration  of  Old  Rate  Structure  Refused  by  Commission. 
— The  reasons  for  the  Commission's  refusal  to  restore  the  old 
situation  which  allowed  lower  rates  to  the  coast  are  chiefly 
based  on  the  Transportation  Act  of  1920.'  Under  this  Act, 
the  application  of  the  long-and-short  haul  clause  is  made  m.ore 
stringent.  It  is  provided  that  the  Commission  must  specifically 
authorize  any  relief  from  that  clause,  and  that  in  giving  such 
relief  it  shall  not  go  so   far  as  to  allow  any  charges  which 


74  I.   C.   C.  48    (November,    1922.) 
See  page  545. 
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are  too  low  to  be  reasonably  compensatory  for  the  service 
performed.  In  making  its  decision  the  Commission  also  noted 
that  Congress  had  expressed  itself  in  favor  of  aiding  water 
competition. 

The  principles  which  governed  the  Commission  were 
stated  as  follows : 

1.  Rates  must  be  more  than  enough  to  cover  the  extra 
or  additional  expense  of  handling  traffic.  That  is,  rates  to 
the  coast  could  not  be  made  so  low  that  there  would  be 
any  doubt  in  the  Commission's  mind  as  to  their  being  rea- 
sonably compensatory. 

2.  Rates  must  not  be  so  low  as  to  impose  a  burden  on 
other  traffic,  which  is  to  say  that  rates  to  the  coast  would  not 
be  authorized  if  they  should  seem  so  low  as  to  compel  traffic 
to  the  inter-mountain  points  to  pay  higher  rates  than  would 
otherwise  be  necessary. 

3.  Rates  must  not  jeopardize  a  fair  return  on  the  value 
of  the  carrier's  property  (as  provided  in  Section  15a  of  the 
Act). 

4.  Rates  must  not  be  low  enough  to  threaten  the  existence 
of  water  carriers. 

It  is  apparent  that  a  great  deal  of  rather  exact  cost  data 
will  be  required  to  demonstrate  to  the  Commission  that  the 
carriers  are  warranted  in  making  lower  rates  to  the  coast 
than  to  intermediate  points.  The  competitive  situation  can  no 
longer  be  the  determining  factor. 

Class  Rates. — In  making  Transcontinental  "class  rates," 
the  eastern  half  of  the  country  is  divided  into  twelve  zones 
called  "groups,"  and  lettered  from  A  to  M  (Fig.  31).  This 
arrangement  is  illustrated  by  the  following  table  of  class  rates 
to  California  terminals,  the  rates  being  quoted  in  cents  per  100 
pounds.     (Classes  3-4  and  B-D  omitted.) 
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To  points  taking  terminal 
rates  (via  all-rail  routes) 
from  points  taking 


Group  A  and  K  rates. 
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240 

240 
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225 
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197 

158 
150 
147 
135 
128 

117 
117 
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95 


Group  A  extends  from  the  Atlantic  Coast  to  Buffalo- 
Pittsburgh  territory;  Group  D  includes  most  of  Illinois  and 
Wisconsin;  CJroup  F  embraces  Missouri  River  points;  etc. 
The  groups  lettered  K,  L,  and  M  are  the  Southeastern  counter- 
parts of  A,  B,  and  C,  respectively,  and  take  the  same  rates. 

The  class  rates  to  North  Pacific  terminals  are  the  same, 
except  that,  on  account  of  greater  distance,  the  rates  from 
Groups  G  and  H  are  somewhat  higher.  The  interior  western 
coast  points  take  the  same  rates  as  the  coast  terminals,  while 
such  inter-mountain  points  as  Reno  and  Spokane  have  some- 
what lower  class  rates. 

The  eastbound  class  rates  are  much  the  same  as  the  west- 
bound, but  tend  to  be  somewhat  higher  in  the  case  of  inter- 
mountain  cities. 


CHAPTER  XXV 

EXPORT  AND  IMPORT  RATES 

Relation  of  Export  and  Import  Rates  to  Foreign  Trade, — 

A  moment's  reflection  will  show  that  there  is  a  close  relation 
between  railway  rates  and  foreign  trade.  Indeed,  in  foreign 
countries,  it  has  long  been  a  part  of  systems  of  protection  to 
domestic  industry  to  make  special  adjustments  in  railway 
freight  rates,  either  in  the  way  of  reductions  to  encourage 
domestic  producers,  or  of  increases  to  protect  the  home 
markets  from  the  competition  of  imported  commodities. 

The  effect  of  railway  rates  on  foreign  trade  may  be  exerted 
in  several  ways.  Such  rates,  being  a  part  of  the  cost  of  trans- 
porting goods  to  foreign  ports,  may,  if  they  are  not  properly 
adjusted,  be  so  high  as  to  prevent  domestic  manufacturers  at 
interior  points  from  competing  abroad.  Or,  on  the  other 
hand,  the  rates  may  be  so  high  as  to  prevent  interior  points 
from  competing  at  domestic  ports  and  territory  adjacent 
thereto,  with  the  imported  products  of  foreign  producers.  As 
illustrating  this  latter  condition,  the  United  States  manufac- 
turers of  heavy  chemicals  have  complained  bitterly  that  al- 
though they  have  brought  their  prices,  f.o.b.  works,  down  to 
a  point  where  they  are  as  low  as,  or  lower  than  the  prices  of 
foreign  producers  who  are  shipping  goods  into  this  market, 
they  are  unable  to  compete  successfully  because  of  the  high 
freight  rates  which  prevail  from  their  works  at  interior 
points  to  the  seaboard.  As  one  of  the  principal  markets  for 
such  chemicals  as  caustic  soda  is  in  New  England,  it  is 
obvious  that  competition  with  England  makes  the  domestic 
freight  rate  an  important  factor. 

406 
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One  phase  of  this  matter  is  the  part  that  rail  rates  on  im- 
ports may  play  in  encouraging  domestic  industry.  For  example, 
there  are  special  import  rates  via  Pacific  ports  on  copra,  which 
is  the  raw  material  for  producing  a  certain  kind  of  vegetable 
oil.  These  rates  are  made  low  by  the  railways  to  enable 
the  crushers  at  interior  points  to  compete  on  the  Pacific  Coast 
with  the  oil  imported  from  the  Orient. 

In  short,  railway  rates,  whether  so  designed  or  not,  may 
be  regarded  as  a  part  of  the  protective  system.  During  the 
European  War  the  question  of  protection  to  domestic  indus- 
tries lost  its  importance  for  a  time  and  export  and  import 
rates  were  largely  abolished;  but  at  the  end  of  the  war  when 
the  question  of  protection  was  again  raised,  the  high  rail- 
way rates  were  subject  to  a  si)ecial  complaint  from  the  point 
of  view  of  exporters  and  industries  which  demanded  protection. 
It  appeared  that  it  was  possible  for  the  foreign  producers  of 
many  commodities,  including  some  farm  products,  to  sell  their 
goods  on  the  American  seaboard  at  lower  prices  than  pro- 
ducers in  the  United  States  could  make  f.o.b.  seaboard,  and 
it  was  intimated  at  the  White  House  that  in  readjusting  rail- 
way rates  due  regard  would  be  given  to  the  extent  of  the 
tariff  barrier  which  would  be  imposed  upon  imports.  If  trans- 
porting charges  could  be  reduced,  such  reduction  would  make 
it  unnecessary  to  place  high  tariffs  on  the  products  involved. 

General  Nature  of  Export  and  Import  Rates. — Export  and 
import  shipments  between  the  United  States  and  non-adjacent 
foreign  countries  all  move  on  "combination  rates,"  that  is,  on 
rates  which  are  made  by  taking  the  sum  of  the  railway's 
charge  to  or  from  seaboard  and  the  steamship  rate  beyond 
the  port.^ 

But  although  the  rail  rate  to  the  port  is  thus  nominally 
separate,   it  may  be  regarded  as  in   reality  a  "proportional" 

'  To  Canada  and   Mexico  joint  through   rates  arc  made. 
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rate,  or  part  of  a  sort  of  through  rail-and-water  rate.  Export 
and  import  rates  are  special  rates  made  by  the  carriers  to  and 
from  ocean  ports,  applying  only  on  traffic  which  originates 
or  terminates  in  foreign  countries.  In  other  words,  these 
rates  are  made  available  only  when  the  traffic  is  actually  for 
export  or  import.  Consequently,  in  practice  the  ocean  and 
the  rail  rates  must,  in  the  long  run,  be  interrelated. 

If  no  special  export  or  import  rates  are  named,  however, 
the  domestic  rail  rate  must  be  used,  plus  such  separate  ter- 
minal or  port  charges  as  may  be  involved.  Railway  tariffs 
sometimes  make  the  domestic  rate  include  these  charges. 

As  illustrating  the  special  character  of  export  and  im- 
port rates  it  may  be  noted  that  the  shipper  must  take  care  to 
see  that  such  rates  are  actually  applicable  to  the  particular 
country  and  port  which  he  has  in  mind ;  for  a  rate  may  apply 
between  given  ports  on  imports  but  not  on  exports,  or  it  may 
only  have  a  limited  application  to  or  from  some  designated 
port  within  a  foreign  country. 

Export  Bills  of  Lading. — The  special  character  of  export 
rates  is  further  illustrated  by  the  fact  that  export  traffic  may 
move  on  two  different  kinds  of  bills  of  lading:  (i)  through 
export  bills  of  lading,  and  (2)   domestic  bills  of  lading. 

The  carriers  generally  have  arrangements  with  steamship 
companies  for  through  export  bills  of  lading,  covering  the 
movement  of  a  shipment  from  the  interior  point  of  origin  to 
the  foreign  destination,  and  the  Interstate  Commerce  Commis- 
sion Act  (Section  25)  provides  that  the  carriers  shall  name 
separate  charges  for  the  rail  and  water  portions  of  the  through 
export  rate  and  also  the  port  charges  if  these  are  not  included 
in  the  foregoing.  "In  all  such  cases,  it  shall  be  the  duty  of 
the  carrier  by  railroad  to  deliver  such  shipment  to  the  vessel 
as  a  part  of  its  undertaking  as  a  common  carrier" ;  but  the 
railway  is  not  liable  after  delivery  has  been  made  to  the 
vessel. 
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Goods,  however,  may  be  shipped  to  the  port  on  a  domestic 
bill  of  lading  made  in  care  of  some  person  authorized  to  re- 
ceive them  and  then  be  shipped  out  on  an  ocean  bill  of  ladinj::. 

Import  trafific  generally  comes  into  the  ports  on  ocean 
bills  of  lading  and  then  moves  to  interior  points  on  domestic 
bills;  but  imports  via  Pacific  Coast  ports  often  move  on 
through  import  bills  of  lading. 

Changes  in  Export  and  Import  Rates. — Tn  view  of  the 
special  significance  of  export  and  import  rates  and  the  fact 
that  they  are  subject  to  peculiar  competitive  influences,  they 
are  made  subject  to  change  on  much  shorter  notice  than  is 
the  case  with  domestic  freight  rates.  The  law  states  that  "in 
consideration  of  unusual  and  special  circumstances  surround- 
ing the  movement  of  traffic"  for  export  or  import,  such  rates 
may  be  reduced  on  only  three  days'  notice  and  may  be  raised  on 
ten  days'  notice.  Obviously,  this  provision  facilitates  rajjid 
change  in  such  rates  and  it  is  not  surprising  to  find  greater 
fluctuations  therein. 

In  view  of  the  foregoing  fact,  importers  should  observe 
that  the  rail  rate  which  is  in  force  at  the  time  an  import  ship- 
ment arrives  is  the  one  which  will  govern.  Thus,  in  one 
case,  a  shipment  of  linoleum  left  Hamburg  for  San  Francisco 
at  a  time  when  the  rate  in  force  on  a  through  shipment  via 
New  Orleans  was  $1.10.  Upon  arrival  at  New  Orleans,  how- 
ever, it  was  found  that  the  through  rate  had  been  canceled, 
leaving  in  effect  a  local  rail  rate  from  New  Orleans  to  San 
Francisco  of  90  cents,  which  was  greater  than  the  rail  pro- 
portion of  the  through  ocean-rail  rate  had  been.  Upon  ap- 
plication for  a  refund  down  to  the  $1.10  through  rate,  the  In- 
terstate Commerce  Commission  ruled  against  the  shipper,  thus 
establishing  the  principle  already  stated. 

Application  of  Long-and-Short  Haul  Clause. — One  rcsj)ect 
in  which  export  and  import  rates  have  a  special  significance 
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concerns  the  application  of  the  long-and-short  haul  clause  of 
the  Interstate  Commerce  Commission  Act,  which,  it  will  be 
remembered,  requires  that  rates  shall  be  made  with  some 
reference  to  distance.  This  clause  applies  to  export  and 
import  rates,  but  in  its  application  an  export  rate  must  be 
compared  with  another  export  rate,  and  an  import  rate  must 
be  compared  with  another  import  rate.  Export  and  import 
rates,  in  a  word,  are  not  to  be  limited  by  the  domestic  rates  be- 
tween the  same  points  of  origin  and  destination.  An  import 
rate,  for  example,  covering  a  shipment  from  Galveston  to 
San  Francisco  may  be  lower  than  the  domestic  rate  applying 
between  the  same  points  over  the  same  route. 

Chief  Groups  of  Ports. — Before  taking  up  the  general 
statement  concerning  export  and  import  rates  which  follows, 
it  will  be  well  to  recall  the  various  groups  of  ports  in  the 
United  States  through  which  such  rates  are  made.  These 
ports  may  be  classified  as  follows  : 

I.  North  Atlantic  ports: 

(a)  New  York 

(b)  "Out    ports"    (Boston,    Philadelphia,    Baltimore, 
etc.) 

2.  South  Atlantic  ports : 

(a)  Virginia  ports  (Newport  News,  Norfolk,  etc.) 

(b)  Wilmington,    Charleston,    Savannah,    Jacksonville 

3.  Gulf  ports : 

(a)  Texas  (Galveston,  Houston,  Port  Arthur,  etc.) 

(b)  Other  Gulf  ports  (New  Orleans,  Mobile,  Pensa- 
cola,  Gulf  port,  etc.) 

4.  Pacific  Coast  ports : 

(a)  North  Pacific  ports  (Seattle,  Portland,  etc.) 

(b)  California   ports    (San    Francisco,    Port    of    Los 
Angeles) 

The  various  Canadian  ports  should  also  be  considered,  as 
both   exports   and    imports   between   the    United    States   and 
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foreign  countries  may  pass  through  Montreal,  Halifax,  or 
St.  John  on  the  east,  and  Vancouver  on  the  Avest — to  mention 
the  chief  ones. 

General  Characterization  of  Import  and  Export  Rates. — 
The  chief  import  and  export  rate  structures  exist  between  the 
Central  West  and  these  various  groups  of  ports,  though  ex- 
port and  import  rates  of  importance  also  apply  between  south- 
ern interior  points  and  the  South  Atlantic  and  Gulf  ports. 
The  reason  for  this  fact,  of  course,  is  that  each  port  enjoys 
natural  advantages  in  the  territory  adjacent  to  it — its  "hinter- 
land"— and  this  determines  the  flow  of  most  export  and  im- 
port traffic  within  a  fringe  of  territory  lying  all  along  the 
coast  without  any  special  rate  adjustments.  The  chief  prol> 
lem  thus  arises  with  regard  to  the  movement  of  traffic  from 
the  center  of  the  country — the  Central  West. 

The  structure  of  import  and  export  rates  may  differ  from 
the  domestic  rate  structures  in  two  respects :  ( i )  the  export 
or  import  rates  may  be  lower  (or  in  exceptional  cases^  higher) 
than  the  domestic  rates;  (2)  they  may  establish  a  relation- 
ship between  various  points  which  is  different  from  that  which 
exists  on  the  basis  of  domestic  rates.  Frequently  groups  of 
ports  are  "equalized"  for  export  traffic,  while  the  domestic 
rates  to  those  ports  arc  dift'erent. 

As  a  rule,  export  and  import  rates  are  lower  than  the 
domestic  rates  between  the  same  points^;  which  comes  about 
not  so  much  from  a  desire  of  the  carriers  to  protect  Amer- 
ican industry  as  from  the  force  of  competition. 

Reasons  for  Lower  Export  and  Import  Rates — The  chief 
reason  for  the  relatively  low  export  and  import  railway  rates 
is  to  be  found  in  the  greater  competition  which  affects  foreign 
trade.  Such  trade  may  be  subject  to  world  competition.  Con- 
sider the  large  number  of  competing  routes  which   may  be 


'  The  only  exceptions  appear  to  arise  from  the  process  of   equalizing  various  ports. 
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taken  by  a  shipment  from  Liverpool  to  some  interior  point  in 
the  United  States,  such  as  St.  Louis  or  Denver.  The  ship- 
ment may  be  brought  by  different  steamship  Hnes  to  Montreal, 
Boston,  New  York,  Philadelphia,  Baltimore,  Norfolk,  New 
Orleans,  or  Galveston — to  mention  some  of  the  more  probable 
possibilities.  From  these  points  it  may  move  by  a  score  of 
different  rail  or  rail-water  routes  to  the  interior.  Or  a  ship- 
ment from  China  to  New  York  might  go  east  via  San  Fran- 
cisco and  rail,  or  Vancouver  and  rail;  east  via  the  Panama 
Canal  by  an  all-water  route :  or  west  via  the  Suez  Canal  to 
its  destination.  Rival  seaports  are  actively  seeking  to  secure 
the  lowest  rates  inland  with  the  object  of  building  up  their 
traffic.  The  railways,  in  their  turn,  are  striving  to  develop 
the  industries  of  those  sections  of  the  country  which  they 
serve.  And  finally,  various  industries  bring  pressure  to  bear 
to  secure  relief  through  reduced  carrying  charges  from  the 
restrictive  effect  of  protective  tariffs.  All  these  forces  tend 
to  keep  export  and  import  rates  at  a  relatively  low  level. 

Special  import  rates,  however,  have,  in  the  United  States, 
been  more  numerous  than  the  export  rates,  for  the  reason 
that  such  rates  apply  mostly  either  on  the  raw  materials  desired 
by  our  manufacturers  or  upon  finished  products  which  are 
not  produced  in  this  country.  This  indicates  that  one  idea  in 
making  low  import  and  export  rates  has  been  closely  akin  to 
that  of  "protecting"  domestic  industries.  Even  import  rates, 
however,  only  apply  to  a  relatively  small  part  of  the  total 
quantity  of  commodities  brought  into  this  country  from 
abroad. 

Free  Time. — Both  in  judging  the  relative  level  of  export 
and  domestic  rates  and  in  determining  port  equalization,  the 
special  services  given  by  the  carriers  at  terminals  must  be  con- 
sidered.    If  free  lighterage''  to  shipside  is  given,  or  if  a  long 


"  Tr.msfer  by  barge  from  railway   pier  to  a   ship  at   some  other   pier  or  anchorage. 
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period  of  "free  time"  is  allowed,  it  is  an  important  factor.  At 
New  York  and  other  North  Atlantic  ports  it  is  customary  for 
the  carriers  to  allow  shippers  from  ten  to  fifteen  days'  time 
in  which  to  make  disposition  of  shipments  for  export,  during 
which  time  no  demurrage  (penalty  for  failure  to  unload  with- 
in a  specified  time)  is  charged.  If  shipped  on  through  export 
bills  of  lading,  the  longer  time  is  allowed.  Similar  allow- 
ances are  made  at  Pacific  ports,  while  at  others  the  allowance 
is  irregular  or  is  for  a  shorter  period. 

Import  and  Export  Rate  Structure. —  In  order  to  under- 
stand the  present  developments  i)ert.'iining  to  export  and  im- 
port railway  rates,  some  reference  should  be  made  to 
recent  history  and  to  conditions  before  the  war,  as  normal 
conditions  have  not  yet  been  entirely  restored. 

On  June  25,  1918,  an  order  of  the  Director-General  of 
Railways  canceling  all  export  and  import  rates  became  effective. 
This  order,  however,  was  made  to  apply  only  to  the  North 
Atlantic  and  Pacific  ports,  and  as  to  the  Pacific  ports  import 
rates  were  soon  restored  on  many  commodities  on  which  there 
were  no  domestic  commodity  rates.  For  example,  prior  to  June 
25,  1918,  there  was  an  import  commodity  rate  on  leaf  tobacco 
in  carloads  from  California  and  North  Pacific  ports  to  New 
York  of  $1.50  per  hundredweight.  The  increased  domestic 
rates  which  then  l)ecamc  applicable  were,  from  San  Francisco, 
an  all-rail  commodity  rate  of  $2,315  and  from  Tacoma  the 
4th  class  rate  of  $2,815.  Early  in  19 19,  however,  an  import 
rate  of  $1,875  ^^''is  re-established  which  was  equivalent  to  the 
former  import  rate  o£  $1.50  increased  by  25%.  Much  the 
same  course  was  taken  with  reference  to  numerous  other 
articles. 

At  present  export  and  import  rates  are  again  in  force, 
but  in  the  case  of  the  North  Atlantic  ports  the  carriers  have 
been  slower  in  returning  to  the  old  level  of  rates,  and  the  Inter- 
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State  Commerce  Commission  has  even  found  it  desirable  to 
recommend  lower  rates  on  export  grain  via  those  ports.  Since 
1918  export  and  import  rates  have  oh  the  whole  been  made  with 
less  regard  to  encouraging  or  protecting  American  industry, 
and  with  more  regard  to  equalizing  the  various  groups  of  ports 
to  the  end  that  all  might  share  in  export  and  import  traffic. 
This  change  is  easily  explained  in  view  of  the  decreased  com- 
petition from  foreign  manufacturers. 

The  chief  factors  affecting  such  rates  have  been  the  com- 
petition between  various  groups  of  ports — North  and  South 
Atlantic,  Gulf,  Pacific — which  competition  is  backed  by  the 
several  railways  which  serve  the  various  groups  of  ports.  A 
second  factor  is  the  competition  among  the  several  ports  on 
each  coast  or  among  smaller  groups  of  ports.  Thus,  not  only 
do  the  Atlantic  ports  as  a  group  compete  with  the  Gulf  ports 
for  the  export  of  grain,  but  there  has  been  a  long  continued 
struggle  to  equalize  the  export  grain  rates  among  the  several 
North  Atlantic  ports. 

North  Atlantic  Ports.— Import  rail  rates  from  the  North 
Atlantic  ports  have  in  the  recent  past  been  mostly  confined  to 
commodity  rates.  The  Trunk  Line  carriers  prior  to  191 8 
made  special  proportional  commodity  tariffs  on  a  list  of  about 
50  commodities,  applying  chiefly  to  Central  Freight  Associa- 
tion Territory.  These  commodities  include  such  as  crockery, 
fullers'  earth,  kaolin,  hemp  and  sisal,  hides,  bar  iron,  wood 
pulp,  etc.  These  rates  have  been  widely  "blanketed,"  or,  in 
other  words,  a  single  rate  has  been  applied  to  the  whole  C.  F. 
A.  Territory  or  to  several  percentage  groups  within  that  terri- 
tory. 

The  problem  of  establishing  differentials  to  equalize  the 
several  North  Atlantic  ports  with  respect  to  import  traffic  has 
been  partly  solved  by  making  rates  from  Philadelphia  and  Balti- 
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more  which,  on  classified  freight,  are  lower  than  those  from 
New  York  by  the  same  differentials  which  have  been  allowed 
those  ports  on  domestic  traffic — 2  cents  and  3  cents  respec- 
tively. Boston  has  long  sought  lower  import  rates  than  those 
from  New  York,  contending  that  she  should  be  able  to  meet 
Baltimore  when  the  traffic  moved  on  through  import  bills  of 
lading,  and  that  in  the  case  of  domestic  bills  of  lading  she 
should  be  able  to  meet  the  Canadian  carriers.  The  Interstate 
Commerce  Commission,  however,  has  ruled  that  import  freight 
rates  from  Boston  should  be  the  same  as  those  from  New 
York.  Portland,  Me.,  (via  the  Grand  Trunk)  and  the  eastern 
Canadian  ports  have  special  import  rates  to  the  Central  West 
which  are  based  on  the  rate  from  Baltimore. 

The  transcontinental  movement  of  imports  from  Europe 
destined  for  the  Pacific  Coast  via  Atlantic  ports  has  been 
favored  by  the  Transcontinental  railways  and  on  such  traffic 
these  carriers  have  made  special  import  rates  equal  to  those 
which  apply  from  "group  C"  points.  This  means  a  difference 
of  as  much  as  20  cents  per  hundredweight,  ist  class,  as  group 
C  lies  as  far  west  as  Michigan  and  Indiana.  Such  traffic,  how- 
ever, has  not  been  large,  since  the  greater  volume  of  imports 
for  Pacific  Coast  points  comes  in  via  Gulf  ports  or  the  Panama 
Canal. 

Export  rates  via  the  Atlantic  ports  are  more  important 
than  import  rates,  for  they  involve  a  larger  volume  of  traffic. 
Competition  among  the  Trunk  Lines,  and  the  competition 
which  the  Trunk  Lines  meet  from  the  Canadian  carriers, 
the  water  route  via  Montreal,  and  the  carriers  serving 
the  Gulf  ports,  have  Ix'en  extremely  keen;  and  this  has  tended 
to  make  export  rates  very  low.  especially  on  the  great  agricul- 
tural staples.  Naturally  these  rates  have  applied  from  points 
west  of  Trunk  Line  Association  Territory. 

Even  though  export  and  domestic  rates  are  not  the  same, 
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it  is  to  be  remembered  that  much  export  traffic  moves  to  the 
seaboard  on  domestic  bills  of  lading,  and  the  domestic  rates 
are  held  down  by  the  export  situation. 

North    Atlantic    Port    Differentials    on    Export    Grain. 

In  view  of  the  importance  of  export  rate  adjustments  on  grain 
traffic  via  the  North  Atlantic  ports,  it  will  be  well  to  consider 
that  subject  rather  fully  at  this  point.  The  chief  problem  here 
is  one  of  equalizing  the  ports.  The  City  of  New  York  has 
long  claimed  that  ocean  rates  from  Philadelphia  and  Baltimore 
are  the  same  as  those  from  New  York  and  that  the  export  rail 
rates  from  interior  points  should,  therefore,  be  the  same  to  all 
three  cities.  It  is  a  part  of  this  argument  that  any  differential 
in  ocean  rates  that  may  exist  is  due  to  the  existence  of  inland 
differentials,  and  is  made  merely  to  equalize  the  through  ocean- 
rail  transportation  charge.  On  their  part,  Philadelphia  and 
Baltimore  have  contended  that  however  the  ocean  rates  may 
fluctuate,  their  ocean  distance  to  Europe  is  much  greater  than 
that  from  New  York  and  that,  consequently,  their  costs  of 
exporting,  including  insurance  and  the  time  factor,  are  greater. 
These  ports  contend  that,  as  their  ocean  charges  are  higher 
than  those  from  New  York  and  Boston,  their  rail  rates  from 
western  points  should  be  correspondingly  lower. 

Another  argument  advanced  by  New  York  in  favor  of  her 
contention  has  been  that  transportation  to  that  city  is  cheaper 
than  to  Philadelphia  and  to  Baltimore  on  account  of  the  low 
grades  of  the  New  York  Central  and  West  Shore  roads,  to 
which  the  Pennsylvania  and  the  Baltimore  and  Ohio  lines  have 
replied  that  they  have  counter  advantages  in  the  shape  of 
cheaper  fuel,  as  the  coal  they  consume  lies  along  their  lines. 

New  York  has  urged  that  it  has  certain  natural  port  ad- 
vantages which  it  should  be  allowed  to  enjoy  without  giving 
arbitrary  advantages  to  other  ports.  To  this  Baltimore  and 
Philadelphia  reply  that  while  New  York  and  Boston  have  ad- 
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vantages  in  the  water  route  which,  upon  the  same  through 
rate,  would  attract  traffic  to  those  ports,  these  advantages 
should  be  equalized  so  that  not  the  through  rate  but  the  sum 
total  of  all  advantages  of  transportation  through  the  several 
ports  should  be  made  equal.  It  is  also  claimed  by  the  repre- 
sentatives of  these  ports  that  they  can  transfer  and  load  grain 
more  cheaply  than  it  can  be  done  in  New  York,  for  the  reason 
that  they  do  not  have  to  use  lighterage  and  that  they  have 
adopted  more  efficient  labor-saving  devices ;  and  accordingly, 
they  maintain  that  their  freight  rates,  including  the  terminal 
charges,  should  be  lower. 

In  most  of  these  arguments  New  York  and  Boston  have 
stood  together  in  opposition  to  granting  differentials  to  Phil- 
adelphia and  Baltimore,  but  have  split  on  the  claims  of  Boston 
that  on  account  of  her  less  favorable  location  she  should  have 
certain  special  advantages  for  the  purpose  of  enabling  her  to 
compete  for  export  trade. 

The  Commission  on  Port  Equalization. — As  far  back  as 
1905  the  Interstate  Commerce  Commission  stated  the  gist  ot 
the  issue  in  the  following  words : 

The  real  question  is  on  what  basis  shall  rates  be  equalized 
through  the  various  ports. 

New  York  and  Boston  insist  that  the  through  rates  should 
be  made  the  same  in  amount  by  all  the  ports.  The  through 
rate  is  made  by  adding  together  the  inland  rail  rate  from  the 
interior  to  the  port  of  export  and  the  water  rate  from  the 
port  of  export  to  the  foreign  destination.  These  localities 
contend  that  if  the  water  rate  from  a  given  port,  is  higher, 
the  rail  rate  to  that  port  may  be  correspondingly  lower,  but 
only  sufficiently  lower  to  make  the  through   rate  the  same. 

They  further  contend  that  water  rates  are  in  fact  sub- 
stantially the  same  from  Baltimore  and  Philatlelphia  as  from 
Boston  and  New  York,  and  that,  therefore,  the  inland  rates 
to  those  ports  should  also  be  the  same. 

Baltimore  and  Philadelphia  urge  that   there  are  certain 


41 8  RAILWAY  RATES  IN   PRACTICE  [Pt.  IV 

advantages  at  New  York  and  Boston  in  the  water  route  which 
upon  the  same  through  rate  would  attract  traffic  to  those 
ports  at  their  expense,  and  they  urge  that  these  advantages 
should  also  be  equalized  so  that  not  the  through  rate  but  the 
advantages  of  transportation  through  the  several  ports  shall 
be  made  equal.* 

On  the  whole,  the  Interstate  Commerce  Commission  has 
upheld  the  contentions  of  Philadelphia  and  Baltimore,  and  has 
lent  its  sanction  to  the  long-established  differentials  under  New 
York  enjoyed  by  those  ports. 

In  one  respect,  however,  the  Commission  has  in  part  up- 
held the  contention  of  New  York  which  refers  to  the  effect  of 
rail  differentials  on  ocean  rates,  namely,  the  claim  that  ocean 
rates  depend  on  the  differentials  made  by  the  railways  serving 
the  ports  and  that  if  there  is  a  lower  differential  there  will  be 
a  proportionally  greater  ocean  rate.  This  point  appears  in  a 
decision  of  the  Commission  made  in  1912  in  the  supplementary 
Chamber  of  Commerce  of  New  York  case : 

It  appears  that  the  steamship  lines  plying  from  Boston, 
Phila  elphia,  and  Baltimore  absorb  or  "get"  as  much  of  the 
differential  inland  rate  as  possible  in  their  higher  ocean 
rates  ....  and  lines  sailing  from  Baltimore  and  Philadelphia 
know  that  the  inland  rates  are  lower  to  and  from  those  ports 
than  to  and  from  New  York,  that  therefore  they  can  get 
higher  ocean  rates  at  the  out-ports.  In  other  words,  differ- 
entials to  some  extent  operate  as  a  bonus  to  the  ocean  carriers 
to  bring  traffic  to  and  seek  traffic  at  the  ports  where  the 
lower  inland  rates  apply. 

The  Commission  has  not  upheld  the  claims  of  Boston  for 
lower  export  rates.  Boston,  for  example,  has  claimed  that  she 
should  have  a  differential  under  New  York  on  export  traffic,  for 
the  reason  that  her  terminal  costs  are  lower,  but  the  Commis- 
sion ruled  that  even  if  this  is  true,  Boston's  advantage  in  this 
respect  is  offset  by  her  long  land  haul. 
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Relative  Advantages  of  North  Atlantic  Ports. — Before  in- 
quiring in  any  further  detail  concerning  the  differential  system 
estal>lished,  let  us  consider  the  fundamental  factors  involved. 
If  those  factors  are  considered  from  a  broad  point  of  view, 
tlie  whole  matter  may  be  summed  up  by  comparing  the  relative 
advantages  of  the  several  ports.  From  such  a  point  of  view 
they  include  three  asi^ects :  (i)  land  transportation,  (2)  port 
facilities,  (3)  ocean  transportation.  The  decisions  of  the 
Commission  have  been  made  in  view  of  a  consideration  of  all 
three  of  these  points  in  combination,  and  the  long-established 
system  of  differentials  now  in  force  is  an  attempt  to  equalize 
advantages  with  regard  to  the  whole  situation.  It  seems  safe 
to  say  that  the  prevailing  differentials  are  fairly  just  and  are 
likely  to  persist  for  many  years. 

When,  however,  each  point  is  taken  up  separately,  it  is 
difficult  to  weigh  the  relative  advantages  of  the  ports.  As  to 
laud  transportation,  there  is  little  doubt  but  that  the  cost  per 
ton-mile  of  tlie  New  York  Central  is  normally  less  than  that 
of  the  Pennsylvania  railway  which  serves  Philadelphia,  or  the 
Baltimore  and  Ohio  which  serves  Baltimore.  It  appears,  how- 
ever, that  the  distance  from  Chicago  to  Baltimore  or  Philadel- 
phia is  so  much  less  than  that  to  New  ^'ork  that  those  cities 
may  fairly  claim  an  advantage  in  freight  rates.  As  a  matter 
of  fact,  they  enjoy  differentials  in  domestic  traffic  which  have 
resulted  from  competition.  Boston,  on  a  distance  basis,  should 
not  even  enjoy  so  low  a  railway  rate  as  New  York  and  the 
utmost  concession  fs  made  when  she  is  allowed  the  same  rate  as 
that  which  applies  to  New  York. 

As  to  ocean  transportation,  it  is  no  doubt  true  that  the 
ocean  rate  on  full  cargoes  is  virtually  the  same  from  Philadel- 
phia and  Baltimore  as  from  New  York.  Certainly  ocean  rate 
differences  are  not  so  great  as  formerly  and  not  only  is 
Boston's  advantage  in  this  regard  not  so  great  as  it  once  was, 
but  in  the  case  of  low-grade  traffic  the  disadvantage  of  Phil- 
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adelphia  and  Baltimore  is  materially  less  than  the  amount  of 
the  railway  differential.  However,  the  ocean  distance  to  Liver- 
pool from  Philadelphia  and  Baltimore  is  considerably  greater 
than  from  New  York,  involving,  perhaps,  a  voyage  of  from 
one  to  two  days  of  greater  length  and  accordingly  a  greater 
cost.  The  marine  insurance  charge  appears  to  l^e  slightly 
higher  than  from  Philadelphia  and  Baltimore.  Furthermore, 
the  "berth  rates"  which  apply  on  parcel  loads,  as  distinguished 
from  "cargo  rates"  which  apply  on  full  cargoes,  are  consider- 
ably higher  from  Philadelphia  and  Baltimore  because  of  the 
smaller  number  of  liners  which  sail  from  those  ports.  We 
may  safely  say,  therefore,  that  New  York  and  Boston  have 
some  slight  advantage  in  ocean  rates. 

Terminal  Facilities. — It  is  equally  difficult  to  measure  the 
relative  advantages  of  the  several  ports  regarded  as  rail-ocean 
terminals  or  transfer  points.  From  this  point  of  view,  New- 
York  has  the  following  advantages : 

1.  Certain  advantages  as  a  harbor: 

(a)  Long  water-front. 

(b)  Larger    harbor    area    permitting    anchorage    and 
manoeuvering. 

(c)  Island  location  which  allows  vessels  to  dock  in  the 
heart  of  the  city. 

2.  More  frequent  sailings. 

3.  Faster  and  larger  vessels. 

4.  Larger  volume  of  passenger  traffic  which  helps  support 

steamship  lines. 

5.  Greater  storage  capacity. 

6.  Superior  banking  facilities. 

7.  More  highly  developed  option  markets   which   facilitate 

hedging  and  dealing  in  futures. 

In  all  these  respects,  but  more  particularly  with  regard  to  the 
first  five  points,  New  York  has  an  advantage  over  all  other 
ports  in  the  United  States. 
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On  the  other  hand,  New  York  has  certain  disadvantages 
as  compared  with  Boston,  Philadelphia,  and  Baltimore.  Her 
terminal  facilities  are  more  often  congested  and  there  are  many 
wasteful  practices.  These  are  partly  due  to  the  practice  of  the 
railways  of  giving  free  lighterage,  which  removes  the  induce- 
ment to  steamship  companies  to  seek  the  most  economical  pier 
space.  It  is  claimed  that  the  cost  of  handling  grain  by  lighter 
in  New  York  is  appreciably  greater  than  that  of  loading  directly 
into  the  vessel,  as  is  the  practice  in  other  ports.  In  191 7  the 
Interstate  Commerce  Commission  found  that  about  40%  of  the 
export  grain  passing  through  New  York  was  handled  by 
lighter  at  a  charge  of  .9  of  a  cent  per  bushel.  Pn^bably,  it 
does  not  cost  much  more  than  .5  of  a  cent  per  bushel  to  handle 
grain  by  elevator  direct  to  a  ship's  hold. 

The  difference  in  handling  costs  is  not  large  considered  as 
an  absolute  figure,  but  an  advantage  of  even  an  eighth  of  a 
cent  per  bushel  may  determine  the  port  by  which  grain  will 
move  for  export.  Probably  the  fact  that  the  port  of  New 
York  gets  the  larger  share  of  high-class  tonnage,  is  one  result, 
as  a  small  advantage  in  cost  will  more  readily  divert  shipments 
of  low-class  freight  to  the  out-ports. 

Ex-Lake  Grain. — Thus  far  we  have  been  discussing  the 
port  differentials  in  so  far  as  the  traffic,  chiefly  grain  and 
flour,  is  hauled  all-rail  to  the  ports.  A  very  considerable 
volume  of  grain,  however,  moves  by  lake  to  Buffalo  and  to 
the  Lake  Erie  points,  thence  by  rail  to  the  Atlantic  ports. 
This  "ex-lake"  traffic  offers  a  somewhat  different  problem  in 
making  differential  adjustments  between  the  several  ports.  A 
glance  at  the  map  (Fig.  ^2)  shows  that  Buffalo  is  about 
equally  distant  from  New  York,  Philadelphia,  and  Baltimore. 
Consequently,  one  of  the  chief  factors  in  establishing  the  j)()ri 
differentials  on  export  rail  traffic  does  not  apply  on  rail-lake 
shipments.  This  question  was  first  taken  up  by  the  Interstaf" 
Commerce  Conmiission  in  1905.  when,  on  ex-lake  grain.  Phila- 
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delphia  and  Baltimore  were  both  allowed  a  differential  on 
wheat  of  .3  of  a  cent  per  bushel  under  the  New  York  rate. 
Earlier  cases  had  mentioned  the  problem,  but  it  had  apparently 
been  assumed  that  as  the  origin  of  the  ex-lake  was  the  same  as 
that  of  the  all-rail  shipments,  the  same  differentials  would  ap- 
ply, an  assumption  which  is  obviously  illogical,  since  it  may 
be  cheaper  to  ship  by  lake  to  Buffalo  and  thence  to  New  York 
than  it  is  to  ship  all-rail  to  Baltimore.  Once  the  grain  is  at 
the  Lake  Erie  point,  Baltimore  has  no  advantage  over  New 
York,  even  in  distance.  In  fact,  the  sole  ground  for  differen- 
tials on  ex-lake  grain  is  the  advantage  which  New  York  has 
in  ocean  transportation.  On  this  ground,  therefore,  the  Com- 
mission ruled  that  .3  of  a  cent  per  bushel  should  be  sufficient 
to  equalize  Philadelphia  and  Baltimore  with  New  York,  or  in 
other  words,  to  make  shipments  via  all  three  ports  equally 
attractive. 

Low  Export  Rates — Port  Differentials  on  Export  Traffic. 
— We  are  now  in  a  position  to  understand  the  reason,  not  onlv 
for  the  relative  low  rates  made  on  export  and  import  traffic 
via  the  North  Atlantic  ports,  but  also  for  the  port  differentials 
on  export  and  import  traffic  which  make  the  rates  via  Balti- 
more and  Philadelphia  less  than  those  of  New  York  and 
Boston.  As  illustrating  the  relation  between  domestic  and 
export  rates,  the  following  statement  is  presented,  showing 
both  the  all-rail  and  ex-lake  rates  on  wheat  from  Chicago  and 
Buffalo  and  the  export  railway  rates  on  structural  steel  from 
Pittsburgh. 

This  table  shows  that  the  export  rates  are  often  25%  or 
more  lower  than  the  domestic  rates,  and  indicates  how  the  rail- 
ways assist  American  industries  in  competing  for  the  world's 
markets. 

Merely  to  illustrate  the  difference  between  import  and 
domestic  rates,  it  is  interesting  to  note  that  the  domestic  rate 
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Export  Rates  ox  Wheat 


Boston 

Domestic 

Export 

Wheat    rates    (per  J  All-rail,  Chicago  to  North  Atlantic  ports 

100  lbs.) 1  Ex-lake,  Buffalo  to  North  Atlantic  ports 

320      , 

23.I7P 

22^0 

IS-I7F 

^"rates^^'       .'^^*'  {  AH-rail,  Pittsburgh  to  North  Atlantic  ports.  .  .  . 

36J0 

zsH 

*  Reshipped  at   Chicago.      Proportional    rates;    chief   use   is   for   scaling   intermediate 

on  straw  braid  from  Pacific  Coast  ports  to  Chicago  in  191 8 
was  $4.25  a  hundred,  while  at  the  same  time  the  import  com- 
modity rate  was  $1.75.  Also  the  domestic  all-rail  commodity 
rate  on  leaf  tobacco  from  San  Francisco  to  New  York  was 
$2,315,  while  the  import  commodity  rate  was  $1.50. 

Port  Differentials. — These  differentials  vary  according  to 
the  commodity.  On  export  grain,  all-rail,  Boston  takes  the 
same  rate  as  New  York,  while  the  Philadelphia  rate  is 
I  cent  under  New  York  and  the  Baltimore  rate  is  1.5  cents 
under  that  via  New  York.  On  export  flour  the  differential 
enjoyed  by  Baltimore  is  somewhat  greater,  being  2  cents  per 
100  pounds  under  New  York.  The  Boston  and  Philadelphia 
rates  bear  the  same  relation  to  New  York  as  in  the  case  of 
grain.  On  export  grain  products,  other  than  flour,  the 
differentials  are  2  cents  and  3  cents  respectively — the  same  as 
the  domestic  differentials.  Other  cases  are  shown  in  the  fore- 
going table ;  and,  as  already  stated,  the  ex-lake  differentials  on 
wheat  are  .3  of  a  cent  per  bushel. 

South  Atlantic  Ports. — Import  rates  from  South  Atlantic 
ports  to  the  Central  West  are  more  narrowly  defined  as  to 
points  of  origin  and  apply  to  fewer  points  of  destination  than 
is  the  case  with  other  groups.  The  rates  from  this  group  tend 
to  equal  that  from  Baltimore.    The  export  rates  are  made  with 
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New  York 

Philadelphia 

Baltimore 

Domestic 

Export 

Domestic 

Export 

Domestic 

Export 

30fl* 
20.67P 

IS  I7P 

20.67^ 

2li      . 
20.67^ 

2^i      . 

34»f 

25!fi 

^2i 

2i\i 

3i>f 

22\i 

points   on   Chicago-New    Yurk   basis. 

the  purpose  of  equalizing  these  ports  with  the  North  Atlantic 
group.  They  generally  differ  according  as  the  traffic  originates 
at  the  Ohio  River  Crossings  or  in  C.  F.  A.  Territory;  if  the 
former,  the  rates  are  based  on  Baltimore,  while  from  C.  F.  A. 
Territory  they  are  approximately  the  same  as  to  New  York. 
This  is  especially  true  of  export  class  rates.  Wilmington,  N. 
C,  appears  to  be  less  advantageously  situated  as  to  export  rates 
than  the  other  South  Atlantic  ports. 

Gulf  Ports. — More  and  more  of  late  the  Gulf  ports  have 
gained  in  importance  as  centers  for  exj)ort  and  import  traffic, 
and  their  increasing  rivalry  has  led  the  Atlantic  ports  t(} 
demand  a  reduction  in  differentials  allowed  to  the  Gulf  ix)rts 
on  such  traffic. 

The  chief  factors  which  affect  the  export  and  import  rates 
via  the  Gulf  ports  are  :  (  i )  the  relatively  high  ocean  rates  from 
these  i)nrts.  and  ( 2 )  the  unbalanced  character  of  the  traffic 
of  the  carriers  which  serve  them.  Ocean  freight  rates  to  the 
British  Isles  from  the  Gulf  ports  in  January.  1921,  were  quoted 
at  about  5  cents  per  cubic  foot  or  15  cents  per  100  pounds 
above  those  from  the  North  Atlantic  ports.  Such  differences 
naturally  require  considerable  railway  differentials  if  these 
ports  are  to  be  equalized.  The  bulk  of  the  railway  traffic  of 
the  Gulf  carriers  is  south  bound,  which  makes  possible  low 
railway  rates  on  export  traffic,  but  more  especially  results  in 
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a  tendency  to  make  reductions  on  import  traffic  in  order  to 
help  fill  their  cars  and  prevent  an  empty  back  haul. 

Prior  to  1907  no  great  volume  of  exports  or  imports  moved 
via  the  Gulf  ports.  The  Atlantic  ports  are  nearer  the  great 
interior  producing  and  consuming  territory,  and,  above  all, 
their  ocean  shipping  facilities  were  much  more  highly  devel- 
oped than  those  of  the  South.  Only  about  20%  of  our  exports 
used  to  move  out  via  the  Gulf,  and  but  5%  of  our  imports  came 
in  that  way. 

About  1907  the  import  rate  situation  at  the  Gulf  ports 
came  to  a  head,  and  especially  it  appeared  that  steamships 
could  not  serve  those  ports  adequately  unless  they  were  to  bring 
in  import  cargoes  as  well  as  carry  away  exports.  At  the  same 
time,  as  just  noted,  the  railways  badly  needed  traffic  to  fill  their 
empty  northbound  cars.  Accordingly,  differentials  based  on 
the  New  York  rate  were  established  for  import  traffic  from 
Europe  and  Africa  to  middlewestern  points,  which  differ- 
entials ranged  from  18  cents  under  the  New  York  rate  on  ist 
class  traffic  down  to  6  cents  on  6th  class,  and  6  cents  on  com- 
modity rates.  On  traffic  from  Asia,  Australia,  New  Zealand, 
and  the  Philippines,  however,  import  rates  were  the  same  as 
those  from  New  York ;  and  from  other  countries  the  rates 
were  mostly  based  on  Baltimore.  For  import  rates  from  the 
Gulf,  the  central  western  points  were  blanketed,  and  the  rates 
were  made  equal  from  all  Gulf  ports,  except  that  Key  West 
was  charged  a  differential  over  the  others. 

A  number  of  special  import  commodity  rates  apply  from 
Gulf  ports  to  southern  interior  points — on  fertilizer  materials, 
asphalt,  gum  chicle,  manganese  ore,  sugar,  etc.  Such  rates 
usually  equalize  the  various  ports  and  are  often  constructed 
by  taking  the  lowest  domestic  rate  in  effect  from  any  port  and 
applying  it  to  all  the  others. 

An  important  part  of  the  import  traffic  via  Gulf  ports. 
moves  to  the  Pacific  Coast,  and  the  Transcontinental  lines 
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(especially  the  Southern  Pacific)  have  maintained  westbound 
proportional  tariffs  on  imports  covering  a  long  list  of  com- 
modities, naming  rates  considerably  lower  than  the  domestic 
rates. 

Export  Rates  via  Gulf  Ports. — From  central  western  points 
to  the  Gulf  ports  both  class  and  commodity  export  rates  have 
been  established.  From  C.  F.  A.  Territory  these  rates  are 
generally  the  same  as  to  New  York  or  to  Baltimore,  while 
from  points  west  of  the  Mississippi  it  has  been  more  common 
to  equalize  the  Gulf  ports  by  applying  to  all  of  them,  from 
Pensacola  to  Galveston,  the  rate  in  existence  to  some  pivotal 
point  such  as  New  Orleans. 

On  export  grain  from  the  Illinois  group  of  middlewestern 
points  to  Gulf  ports  there  has  been  a  6  cent  differential  under 
Baltimore.  This  differential  was  somewhat  reduced  by  a  rate 
cut  made  by  the  Eastern  lines  to  Baltimore  in  September,  1921, 
but  the  Illinois  Central  and  other  lines  extended  to  the  Gulf 
have  sought  to  make  reductions  which  will  restore  the  old 
differentials  and  secure  for  them  a  larger  share  of  the  trafiic. 

In  1 92 1,  the  export  rate  on  agricultural  implements  from 
Chicago  to  New  Orleans  and  Galveston  was  39  cents  per  hund- 
red j)Ounds,  as  compared  with  45  cents  to  New  York;  thus 
the  6  cent  differential,  so  common  on  import  traffic  via  Gulf 
ports,  was  also  applied  on  exports.  Si)ecial  export  rates  are 
also  made  on  petroleum  and  its  products,  and  there  are  many 
s[)ecial  rates  on  traffic  for  Cuba  via  Key  West  and  Tampa. 

When  the  general  percentage  rate  advances  were  made  in 
1920.  the  northern  rates  were  put  up  40%,  while  those  in  the 
South  were  raised  33/^%.  This  had  the  effect  of  making 
southern  import  and  export  rates  relatively  lower  than  such 
rates  to  north  Atlantic  ports,  and  the  subsequent  flat  10% 
reduction  left  the  southern  ports,  both  South  Atlantic  and  Gulf, 
still  in  possession  of  their  advantage. 
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Pacific  Coast  Ports. — From  the  Pacific  Coast  ports  all  the 
carriers  serving  points  from  Vancouver  on  the  north  to  the 
port  of  Los  Angeles  on  the  south  have  joined  in  making  an 
"eastbound  proportional  tariff"  which  applies  from  points  in 
Asia,  the  Philippines,  Australia,  and  beyond,  to  all  points  in 
the  territory  east  of  the  Rocky  Mountains.  This  tariff  covers 
most  of  the  products  ordinarily  imported  from  the  Orient, 
including  bamboo  ware,  china,  earthen  ware,  matting,  rugs, 
skins,  silk,  tea,  gums,  and  fibers. 

The  special  import  commodity  rates  so  provided  serve  to 
equalize  the  Pacific  ports  and  to  establish  an  adjustment  with 
reference  to  Atlantic  and  Gulf  ports.  There  are  no  fixed  dif- 
ferentials but  the  import  rates  from  the  Pacific  to  Chicago  only 
exceed  those  from  New  York  by  an  amount  which  approxi- 
mately balances  the  advantage  of  the  Pacific  ports  in  ocean 
freight  rates  from  the  Orient. 

Originally  import  rates  from  the  coast  "blanketed"  all 
points  east  of  the  Rockies,  but  recently  a  part  of  these  rates 
have  l^een  readjusted  so  as  to  divide  the  eastern  territory  into 
two  groups,  one  including  Chicago  and  points  west,  the  other 
all  territory  east  of  Chicago. 

Low  export  tariffs,  were  in  force  for  a  good  many  years 
via  Pacific  ports  but  were  concealed  under  the  guise  of  through 
rail-and-ocean  rates.  Because  of  the  passage  in  1906  of  the 
Plepburn  Act,  which  required  the  filing  and  publication  of  all 
tariffs  and  the  lapse  of  a  certain  time  between  publication  and 
the  actual  application  of  railway  rates,  these  rates  were  with- 
drawn except  via  Canadian  roads  and  Vancouver.  Export 
rates  are  ( i )  so  low,  and  (2)  so  unstable  and  fluctuating,  that 
the  carriers  did  not  deem  it  expedient  to  publish  them.  Even 
when  the  Interstate  Commerce  Commission  reduced  the  time 
required  for  giving  notice  before  making  a  change  in  rates  to 
that  indicated  on  a  preceding  page,  the  relief  was  not  deemed 
sufficient. 
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For  some  years  now,  however,  the  Transcontinental  car- 
riers have  maintained  special  export  commodity  rates  to  certain 
points  in  Japan,  China,  the  Philippines,  India,  Australia,  and 
New  Zealand.  These  rates  apply  from  all  eastern  territory, 
and  are  equal  via  all  the  Pacific  ports.  They  serve  roughly 
to  equalize  those  ports  with  Atlantic  and  Gulf  ports  on 
traffic  to  the  Orient,  and  are  considerably  lower  than 
Transcontinental  rates  on  domestic  traffic.  Traffic  for  export 
via  Pacific  ports,  which  is  not  covered  by  these  special  com- 
modity rates,  must  move  to  the  coast  on  the  domestic  rates  in 
force  to  San  Francisco  or  Seattle,  but,  when  the  goods  are 
consigned  to  points  in  Asia,  Australia,  and  New  Zealand,  or 
the  Philipi)ines,  such  rates  cover  terminal  switching  and  un- 
loading charges. 

The  Merchant  Marine  Act  and  Export  Rates. — It  remains 
to  note  one  provision  of  the  Merchant  Marine  Act  of  1920 
which  has  an  important  potential  bearing  on  export  traffic. 
Section  28  of  that  Act  provides  that  property  may  not  be  trans- 
portcil  by  any  common  carrier  subject  to  the  Interstate  Com- 
merce Commission  under  a  joint  rate  or  under  export  or  import 
or  other  proportional  rates  which  are  lower  than  the  rate 
charged  for  like  i)roj)erty  for  the  same  distance  and  direction 
in  connection  with  domestic  commerce,  unless  such  property 
is  carried  in  a  vessel  documented  under  the  laws  of  the  United 
States.  That  is  to  say,  reduced  export  and  import  rates  are 
prohibited  unless  the  traffic  involved  is  to  be  carried  in  United 
States  vessels.  Obviously,  the  object  is  to  encourage  the 
American  merchant  marine. 

This  provision  of  the  Act,  however,  has  not  l)een  made 
effective,  for  there  is  a  proviso  to  the  effect  that  the  United 
States  Shipping  Board  may  certify  to  the  Interstate  Com- 
merce Commission  that  the  vessels  documented  under  the  laws 
of  the  United  States  are  inadequate,  when  the  Interstate  Com- 
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merce  Commission  may  suspend  the  foregoing  requirement. 
Under  this  proviso  the  operation  of  the  section  has  been  sus- 
pended down  to  the  present  time,  and  it  is  not  probable  that 
it  will  ever  be  applied.  For  one  thing,  foreign  governments 
have  protested  and  their  reprisals  would  doubtless  follow  the 
enforcement  of  the  provision.  Furthermore,  the  commercial 
interests  on  the  Pacific  Coast  have  opposed  the  measure,  as 
vessels  documented  under  the  laws  of  this  country  are  not 
adequate  at  those  ports  and  cannot,  it  is  claimed,  economically 
operate  therefrom. 

Summary. — In  general,  we  may  say  that  New  York  is  the 
great  pivotal  port.  On  traffic  to  or  from  central  western 
points,  the  tendency  has  been  to  equalize  commodity  rates  via 
South  Atlantic  ports  and  Gulf  ports  with  the  port  of  New 
York,  by  basing  them  directly  on  that  port  or  on  Baltimore. 
On  most  commodities  from  the  Central  West,  Boston  and  New 
York  have  the  same  rate,  Philadelphia  gets  2  cents  under 
New  York;  Baltimore  and  Norfolk,  3  cents  under  New  York; 
Savannah  and  Jacksonville  have  the  same  rate  as  New  York; 
New  Orleans  and  Galveston  have  a  6  cent  differential.  All 
the  Gulf  ports,  from  Pensacola  to  Galveston  inclusive  take  the 
same  rates.  Rates  to  and  from  the  Pacific  Coast  are  largely 
blanketed,  and,  without  any  fixed  differentials,  serve  to  equal- 
ize traffic  via  the  Pacific  ports  with  that  moving  via  Atlantic 
and  Gulf  ports.  A  large  part  of  export  and  import  traffic, 
however,  moves  to  the  ports  on  domestic  rates,  especially 
in  the  case  of  the  Atlantic  ports,  and  today  the  chief  problem 
is  that  of  port  equalization  rather  than  that  of  enabling 
American  industry  to  compete  abroad. 


Part  V— Freight  Traffic  Arrangements 


CHAPTER  XXVI 

THE  SHIPPING  OF  FREIGHT 

Nature  and  Importance  of  Shipping  Process The  cliief 

point  of  contact  between  shipper  and  carrier  hes  in  tlie  steps 
which  attend  the  dehvery  of  freight  by  the  former  into  the 
possession  of  the  latter  or  the  receipt  of  freight  by  the  con- 
signee. Aside  from  the  trucking  of  freight  by  the  shippers  to 
or  from  the  freight-house,  the  chief  matters  to  be  discussed 
in  this  connection  are  the  packing,  marking,  weighing,  and 
loading  of  the  freight,  concerning  each  of  which  operations 
the  carriers  have  established  important  rules.  In  addition,  it 
is  desirable  to  descril^e  briefly  the  shipping  papers  which  are 
made  out  and  which  largely  govern  the  rights  and  obligations 
of  the  parties  interested.  The  chief  value  of  this  chapter  may 
lie  in  its  practical  importance  as  a  description  of  trade  practices, 
but  it  is  hoped  it  may  also  be  worth  while,  from  a  broader 
point  of  view,  to  point  out  the  economic  significance  of  the 
matters  described. 

I.  Handling  Freight  at  Tkrminals,  and  the  Shipping 

Papers 

C.  L.  and  L.  C.  L.  Shipments. — Freight  may  be  delivered 
to  the  railway  either  as  less-than-carload  (L.  C.  L.)  shipments 
or  as  carload  (C-  L.)  shipments.     L.  C.  L.  freight  must  gen- 
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erally  be  delivered  by  the  shipper  to  the  carrier's  outbound 
freight-house,  where  it  is  weighed  and  put  into  the  proper  car 
for  transportation. 

Much  the  greater  part  of  a  railway's  tonnage,  however, 
consists  of  carload  freight,  and  is  loaded  directly  into  cars  by 
the  shipper,  the  cars  being  delivered  or  "spotted"  by  the 
carriers  at  the  shipper's  request  on  his  industrial  siding,  or  on 
the  public  team  tracks  at  the  railway  terminal.  Such  a  request 
is  usually  made  of  the  freight  agent,  who  sends  it  to  the  car 
distributor.  The  car  is  hauled  by  a  switching  locomotive  to  the 
freight  yard  where,  along  with  other  cars,  it  is  "classified" 
according  to  destination  points  and  made  up  into  trains. 

At  the  destination  the  reverse  process  is  gone  through,  the 
car  containing  various  L.  C.  L.  shipments  then  being  switched 
to  the  inbound  freight-house,  where  its  contents  are  checked 
and  unloaded  by  the  carrier  and  the  several  consignees  given 
notice  of  the  arrival  of  their  shipments.  Carload  shipments  are 
delivered  on  industrial  siding  or  team  track  and  unloaded  by 
the  consignee. 

Handling  Freight  at  Shipping  Point. — A  brief  description 
of  the  method  of  handling  outbound  L.  C.  L.  shipments  is 
as  follows :  The  truck  containing  numerous  packages  from 
some  wholesaler  is  backed  up  to  one  of  the  doors  of  the  freight- 
house.  Here  the  "caller"  takes  the  shipment  from  the  truck 
driver,  puts  it  on  a  warehouse  truck,  weighs  it,  and  calls  o^  the 
name  of  the  consignee,  the  destination,  and  the  weight.  Mean- 
while, the  "receiving  clerk"  checks  the  driver's  shipping  ticket 
and  makes  out  a  receipt  for  the  goods.  H  the  ticket  is  correct, 
the  various  packages  or  articles  are  tagged  or  marked  to  in- 
dicate the  car  in  which  they  are  to  be  placed.  Next,  the 
"trucker"  takes  the  shipment  to  the  particular  car  which  is  to 
be  hauled  to  the  destination  to  which  the  shipment  is  billed, 
the  car  being  marked  to  indicate  the  track  on  which  it  is  to 
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go  and  its  position  in  the  train  which  will  be  made  up  on  that 
track.  In  the  car,  there  is  a  "stower,"  who,  after  examining 
the  freight  to  see  if  it  is  in  good  condition,  receives  and  loads 
it  in  the  order  of  stations  along  the  line  as  nearly  as  possible, 
putting  the  first  shipments  to  l^e  unloaded  near  the  car  door. 
The  handling  of  carload  shipments  is  much  simpler  from 
the  railway's  point  of  view.  The  car  ordered  by  the  shipper  is 
switched  and  "spotted"  on  the  shipj)er's  siding,  or  on  some 
public  team  track,  where  the  loading  is  attended  to  by  the 
shipper. 

Bills  of  Lading — Straight  Bill. — In  order  to  keep  track  of 
these  operations  and  to  define  the  responsibility  of  both  parties 
to  the  shipment,  a  number  of  different  documents  are  executed 
which  taken  together  may  be  called  the  shipping  papers.  On 
delivery  of  freight  to  a  railway  a  "bill  of  lading"  is  issued. 
This  document  may  be  thought  of  as  having  three  functions: 
It  is  a  shipping  order,  a  receipt  for  freight,  and  a  contract 
l)etwcen  shijjper  and  carrier  covering  the  transportation  service. 
Indeed,  some  carriers  issue  a  separate  "receipt  for  freight." 
The  uniform  bill  of  lading  which  is  prescribed  by  the  Inter- 
state Commerce  Commission  is  made  in  triplicate,  the  "orig- 
inal" copy  being  sent  to  the  consignee,  the  "shipi)ing  order" 
copy  being  retained  by  the  carrier,  and  the  "memorandum" 
copy  Ix^ing  retained  by  the  shipper.  A  form  of  the  original 
bill  is  shown  in  Fig.  t,t,. 

A  glance  at  the  bill  of  lading  shows  that  it  is.  in  the  first 
place,  an  acknowledgment  by  the  carrier  of  the  receipt  of 
certain  articles  which  are  described  in  the  bill.  In  the  second 
place,  the  carrier  contracts  to  deliver  the  freight  at  a  destina- 
tion point  and  to  a  consignee  as  specified  in  the  bill,  and  the 
liability  of  the  carrier  for  damages  to  the  freight  in  transit  are 
set  forth.  The  class  or  rate  applying  to  the  shipment  is  speci- 
fied, and  if  the  rate  is  dependent  on  the  value  of  the  goods,  as 
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SlnlfH  Ul  •!  Utfiog,  Uo^t*4  by  C*rTtan  In  Omclkl,  Svullurfl  vti  Wwttra  CliuJncatlefl  TarHlorics.  Manb  15, 19221 

UNIFORMSTRAJGHT  BILL  OF^LADING    swppar^s  no  . 

Agenfs  Ho._ 


ram  «.  F.  •  M 


(PBXSCIUBSD  BY  THE  IKTEJUTATE  COMMEKCE  COMMISSION) 

ORIGINAL-NOT  NEGOTIABLE 


The  DELAWARE,  Lackawanna  and  Western  Railroad  Company 

RBCEIVED.  subject  to  tb«  cluaifiMtMU  wd  Uriffs  is  «irMt  OD  ths  dAU  of  the  Ihm  of  shii  BUJof  LmIidc. 


i  Apparent  good  order, 


the  property  described  below  ... 

consigned,  and  destined  u  indicated  below,  wbich  said  compuny  i 

•ay  peraoD  or  corporation  in  possession  ofth*  property  osder  the  < 


.led  ( 


nndit 


!)ng  understood  througboi  _. ._ 

&rry  to  its  osuai  pl»ce  of  delivery  at  said  deatinsttoa. 
1  its  own  TOkA  or   its  own  wat«r  line.  otherwiM  to  deliver  to  another  earner  on  the  route  to  aaid  deaunation.     It  ia  mutually  agreed,  aa- 

to  each  carrier  of  all  or  any  of  said  property  over  aJI  or  any  portion  of  Mid  route  to  dealiration.  and  as  to  each  party  at  any  tinoe  interested 

[n  all  or  any  of  said  property,  that  every  service  to  be  performed  hereunder  sfaall  be  subject  to  all  the  conditwns  not  prohibited  by  law. 

whether  printed  or  written,  herein  contained,  incJodmc  the  coikditioos  on  back  bersof.  which  are  hereby  agreed  to  by  the  ahipper  and  accepted 

■for  blnuetf  and  bis  aaaigos.  ^^ ' ^ 


He. 
ruUgai 

otitmpTio»OF»»Ticua,»Ptcuu.«»in»«jioEicem«iii 

••t.CBT          1  cuts  on 

CHECK 
COLUMN 

If  this   shipment   is   to  be 
delivered     to    the    coniignee 

1 

sigDor,  tbecDOsignor  shall  sign 
the  followtog  sutement . 

Tbc  csjTier  shall  not  make 
delirery  of  this  shipment  with- 
out payment  of  freight  and 
all  other  lawful  charges.    (S«# 

If  charges  are  to  be  proaald, 
write  or  stamp  here.   "To  be 

Prepaid.' 

R«Mi«edt 

to   apply  In  preMymant   of 

AgmUprCastmw 

Per 

-«„2J.'^^',~'.  ^Sn?"""  •"•"'••  ""^  "  ""•  "^  "•  """  U-.  a.  bra  rf  Udji.  »,ii  ..>  .w.>.  i<  K 

lecUr«d  T»Ia«  of,  Ui«  property. 

r^a  <>.  JkUiW  T>lia  of  Ik.  profatT  ■•  kMkr  V~i<W^F 

Mi^hriwadpp. 

r.U-.. 

.cedkiC 

Charges  AdTBiMMd^ 

1 

permanent  poal-o^es  addrtaa  of  «Aipp«r_ 


Fig-  33- — Uniform  Straight  Bill  of  Lading 
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is  sometimes  the  case,  the  agreed  or  declared  value  of  the 
property  is  entered  on  the  bill.  In  the  case  of  carload  freight, 
the  record  of  the  shipment,  the  car  initials,  and  car  number  are 
shown,  the  last  two  items  being  entered  on  the  bill  of  lading- 

o 

when  the  shipment  is  loaded. 

Order-  Bill  of  Lading. — There  are  two  great  classes  of 
bills  of  lading,  the  "straight"  bill  of  lading  and  the  "order" 
bill  of  lading.  The  first  of  these  classes  has  just  been  de- 
scribed; and  it  will  be  observed  that  the  illustration  is  that  of 
a  uniform  "straight"  bill  of  lading.  The  essential  difference 
l^etween  the  two  is  that  the  straight  bill  is  not  negotiable, 
and  its  surrender  by  the  consignee  is  not  required  upon  delivery 
of  the  shipment  except  when  necessary  for  the  j)urpose  of 
identification.  An  order  bill  of  lading,  however,  is  to  a  con- 
siderable extent  a  negotiable  instrument,  and  the  surrender  of 
the  original  order  bill  of  lading,  endorsed  by  the  shipper,  is 
required  by  the  carrier  upon  the  delivery  of  the  freight.  With 
the  exception  of  this  requirement  and  the  fact  that  in  the  order 
bill  the  shipment  is  consigned  to  the  order  of  the  shipper  or 
some  person  at  destination  point,  the  two  forms  of  bills  are  the 
same. 

The  order  bill  of  lading  is  used  when  a  shipper  desires  to 
collect  for  his  shipment  before  it  is  delivered  to  the  consignee. 
Instead  of  sending  the  original  bill  of  lading  to  the  consignee, 
the  original  order  bill  is  sent  through  some  bank  accompanied 
by  a  draft  drawn  on  the  consignee.  The  consignee  secures 
possession  of  the  bill  of  lading  by  paying  the  draft  and  can 
then  claim  the  shipment  covered  by  the  bill  by  presenting  it 
to  the  carrier's  agent  at  the  destination  point.  It  is  the  common 
practice  for  a  shipper,  in  using  the  order  bill  of  lading,  to  con- 
sign the  shipment  to  himself,  designating  the  real  consignee  as 
the  person  to  l)e  notified  of  its  arrival  at  destination.  The 
shipment   is  thus  deliverable  only  upon  the   shipper's  order. 
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Effective  August  1,  1923. 

(Cancels  Straisht  Eiport  Bill  or  Lading,  p 
(IsaueH  on  fiv-e  days'  notice  in  compli.ince 


II  CommiMJon  in  Docket  Kg.  4g44  ot  June  «  «nd  July  5.l')23.) 


Bill  of  Lading  Signature  Certificate  No 

Through  Bill  of  Lading  issued  in  conformity  with  understanding'  with  the  Liverpool  Cotton  Bills  of  Lading  Con- 
ference (1907)  Committee  and  the  American  Bankers  Association. 

'The  word  "agreement"  may  be  substituted  for  the  word  "understanding." 

UNIFORM  THROUGH  EXPORT  BILL  OF  LADING 

(Prescribed  in  Interstate  Commerce  Commission  Orders  of  Octol^r  21, 1921,  January  30, 193.',  M.irch  7,  1922,  July  3,  1922, 
and  June  6,  1923,  in  Docket  No.  48«.)  ' 

STRAIGHT  BILL  OF  LADING— ORIGINAL— NOT  NEGOTIABLE 

The (Issuing) Company 

IN  CONNECTION  WITH  OTHER  CABRIERS  ON  THE  RODTE 

Export  BUI  of  Lading  No.... ....Lot  No Contract  Numbers 

Dated  at n this day  of ,  192.. 

Received,  subject  to  the  classifications  and  tariffs  in  effect  on  the  date  of  the  receipt  of  the  property  described  in  this 

bill  of  lading,  at , ; 

From • .....*. 

the  rollowiag  property,  io  appttroot  good  order  (conteata  and  cooditioo  of  coatcnta  of  pvlu«ea  UDkaown),  nurked,  Bnmberod,  eoMtcBed,  Bad  deetutfd  m 

indicated  below: 

Coueignee. , , , 


Destbation 

Rou  te^ ; 

Party  to  whom  arrival  notice  is  to  be  addressed. 


MARKS  AND  NUMBERS 

ARTICLES 

•Weight 
(Subject  to  Cor- 
rection) 

Measurement 
(Subject  to  Cor- 
rection) 

*U.  B.  Law  re<i«tre«  Aseet  iMain«  Tlilt  of  L*diD( 
"Woisht." 

to  wriu  aflhei  "eiuppM 

CAR  NUMBERS 

Keccivcd  S  to  apply  in 

prepayment  of   the   charges   on    the 
property  described  herein. 

Acent. 

By 

(Ttio  signeture  hero  only  acknowlcdscfl  tbe 
amount  prrnaidl 

•■•  or   -OMrW.-  Mon 

To  b««|rhod  toCbflport  (A)  of mmI  tbooca  by 

tothoport(n)   (orso  DflAT  tb«r«toas  v< 

rondition  nn  nbovc  rnn«iKD«Nl,  or  to  conaicnM'a  usifiu,  or  to  uiotber  cKrrwr  on  tb« 
immediatr^Iy  dd  diBrbarga  of  tbo  property  of  the  freight  thsraoa,  At  tba  rat« 

(INLAND  AND/OR  COASTWISE)  from  to of oaoU 

poroDobuBdredpouDdBgro«a(vcisht.portcharcca,iruy cooU.ud  (OCEAN  AND  ON'CARRYINQ)traa 

to of  cont*.  p«r .aod  ftdvuK«dcbuc«a, (I ).  with 

«II  other  charges  nnd  avcrngc,  without  nny  allowoncv  of  erodit  or  divooat •«ttl<>m#at  to  b«  msdv  oo  tbo  bMi*  of  Vaitod  SlatM  goM 

rurrcnry,  nrouunt  to  bo  paid  by  recoiwrH  nl  current  rato  of  New  York  eichanc*  ••  quoted  on  tbe  day  tbe  vc^ael  >a  eaUred  at  tbe  Cuetom  Uouae  ■%  her 
port  of  diflfluirtic 

In  ct»n3idcrfitinn  of  the  rate  of  freight  herein  named  it  in  hereby  atipuInU^  that  the  service  to  be  performed  hereunder  thaH  be  rjbjert  to  t 
.terms  nn<l  •*«n<litir>n!<.  whether  printed  or  wnttpo,  heroin  cootaiaed,  and  eaid  terms  and  conditions  are  hereby  agreed  toby  tfaeehipper  and  by  bt 
f«r  himself  and  his  luisigna. 

CONTRACT  TERMS  AND  CONDITIONS. 

Anv  allnralion,  addition,  or  erasure  in  this  bill  of  lading  whieb  shall  be  made  without  tbe  special  noUtioo  hereoe  of  tbe  agent  of  the  csrr  ut  ^seuiog  tfaia 
bill  of  lading  nhnll  bo  without  cfTwt  and  t  hi-n  bill  of  lading  shall  bo  on/orcooble  accordm*  to  il»  original  tenor  If  shipment  consisU  of  cntloo  or  f  "tlon  linUra 
it  is  mulu:Llly  understoud  and  aitni-d  that  the  devription  of  tho  rondittOQ  does  not  relate  to  infrutTiriency  of  or  thn  torn  condition  of  tbe  coveriog,  or  to  any 
daraogo  resultinn  therefrom,  and  that  no  earner  shaJl  bo  responsible  (or  any  damage  of  auch  nature  The  vrasel  shall  be  at  liberty  to  call  at  any  port  or 
porta  in  or  out  o(  iho  customary  route,  to  tow  and  be  towed,  to  transfer,  traiu-ehip.  or  lighter,  to  load  and  discharge  gooda  at  aay  Uma.  to  aaaist  v««aeb  » 
diatref^B.  to  devi.itr  for  tho  purpose  of  aavinic  Ii'e  or  property,  and  for  dorking  and  repairs. 

Thin  hill  of  liidine  iu  not  to  bojufid  on  tratticfrom  apo«>JtiQ  tbe  Uoitod  Statea  destined  to  an  adjacent  foreign  country. 

IN  WITNESS  WHEREOF,  the  agent "siRning  on  behalf  of  the  said  The (Issuing) Company  nnd  nf 

the  said  Ocean  Carrier  or  Ocean  Vessel  and  her  owner,  severally  and  not  jointly,  hath  affirmed  to bills  of 

Lading,  all  of  this  tenor  and  date,  one  of  which  Bills  being  accomplished,  the  others  to  stand  void. 


-Shic 


Fig.  34. — Rail  and  Ocean  Export  Bill  of  Lading 
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For  this  reason,  order  bills  are  commonly  referred  to  as  "order- 
notify"  bills  of  lading. 

Export  Bill  of  Lading. — Special  forms  of  bills  of  lading 
exist,  of  which  the  chief  ones  are  the  "rail-and-ocean  export 
bill  of  lading,"  and  the  "uniform  livestock  contract."  Grain 
also  often  moves  on  a  special  bill  of  lading.  One  form  of 
export  bill  of  lading  is  shown  in  Fig  34.  Such  a  bill  is  used 
when  it  is  desired  to  make  a  shipment  through  to  some  for- 
eign port  or  inland  destination.  Its  use  makes  it  unnecessary 
for  the  shipper  to  attend  to  the  details  of  transferring  the 
freight  from  the  railway  terminal  to  the  pier  and  of  clearing  it 
through  the  ports. 

An  examination  of  the  export  bill  of  lading  shows  that  it 
covers  three  operations:  first,  the  shij)mcnt  is  to  l)e  carried  to 
the  port  by  rail :  second,  it  is  to  be  shipped  to  the  foreign  port 
by  water;  and  /////•(/.  it  may  be  consigned  at  the  foreign  port 
to  another  carrier  if  the  destination  lies  beyond  that  i)ort.  W'ith 
reference  to  this  third  part  of  the  contract,  it  is  specified 
on  the  back  of  the  bill  of  lading  that  "the  i)r()perty  shall  be 
subject  exclusively  to  all  conditions  of  the  carrier  or  carriers 
completing  the  transfer;  the  duty  of  notification  alx)ve  pro- 
vided for  shall  fall  exclusively  within  the  obligation  of  the 
carrier  completing  the  transfer,  and  no  prior  carrier  shall  be 
responsible  for  the  fulfillment  of  that  obligation."  In  reality, 
each  one  of  the  three  i)arts  referred  to  constitutes  a  separate 
contract,  and  the  initial  carrier  which  issues  the  expf)rt  bill  of 
lading  is  not  responsible  for  losses  and  damages  which  occur 
after  the  shipment  has  been  delivered  to  the  vessel. 

Livestock  Bills — A  copy  of  the  uniform  livestock  contract 
is  given  in  Fig.  ^^.  The  chief  peculiarity  of  this  bill  of  lading 
is  that  it  distinguishes  between  "ordinary  livestock"  and  "other 
than  ordinary  livestock,"  the  shipper  being  required  to  execute 
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a  declaration  specifying  which  kind  of  Hvestock  is  contained 
in  the  shipment.  The  reason  for  this  distinction  is  that  the 
Interstate  Commerce  law  requires  that  rates  on  ordinary  live- 
stock must  not  be  made  dependent  upon  value,  while  livestock 
which  is  chiefly  valuable  for  breeding,  racing,  show  purposes, 
or  other  special  uses,  may  be  charged  rates  which  vary  with 
the  value  of  the  animal. 

Other  Papers — Waybill. — When  a  car  of  L,  C.  L.  freight 
arrives  at  destination,  it  is  opened  and  its  contents  are  checked 
with  the  waybill — which  is  described  in  a  following  paragraph. 
Arrival  notice  is  sent  to  the  consignee,  generally  in  the  form 
of  a  postcard.  When  the  freight  is  claimed,  the  carrier  sub- 
mits a  "freight  bill"  in  duplicate,  one  copy  being  retained  by 
the  consignee,  which  serves  as  a  "receipt  for  freight." 

Other  than  the  waybill,  the  papers  mentioned  have  been 
those  which  concern  the  relationship  between  shipper  and 
carrier.  The  waybill,  a  very  important  document,  is  made  out 
by  the  railway  for  the  purpose  of  keeping  track  of  the  ship- 
ments while  in  transit.  It  is  made  up  at  the  point  of  origin  by 
a  billing  clerk,  the  entries  thereon  being  taken  from  the  bills 
of  lading.  Usually  a  separate  waybill  is  made  for  each  ship- 
ment, but  all  shipments  in  a  car  consigned  to  a  single  destina- 
tion may  be  entered  on  one  waybill.  One  form  is  that  shown 
in  Fig.  36. 

One  copy  of  the  waybill  is  kept  on  file  by  the  agent  at  the 
shipping  point,  and  another  is  sent  to  the  auditor  of  freight 
accounts,  but  the  original  either  accompanies  the  shipment  or 
is  mailed  to  the  agent  at  the  point  of  destination.  In  case  the 
way])ill  does  not  accompany  the  shipment,  a  special  "card  way- 
bill" is  made  out,  which  contains  the  data  required  by  the 
freight-train  conductor  and  space  for  entries  to  be  made  by 
him. 

The  waybill  shown  in  the  illustration  may  be  used  for  both 
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local  and  interline  shipments  and  for  all  kinds  of  commodities. 
It  is  often  the  practice,  however,  to  use  a  form  of  waybill  for 
interline  shipments  which  is  different  from  that  for  local  ship- 
ments ;  and  special  waybills  are  used  by  some  lines  for  various 
commodities. 

When  errors  are  discovered  in  the  waybill,  "waybill  cor- 
rection notices"  are  sent  out,  which  state  how  the  waybill  reads 
and  how  it  should  read. 

2.  The  Packing  of  Freight 

Importance  of  Good  Packing. — One  of  the  chief  causes 
of  loss  and  damage  and  of  claims  therefor  is  the  inadequacy  of 
packages  and  containers  which  are  used  by  shippers.  It  has 
been  said  that  in  the  handling  of  perishables  by  rail  the  losses 
by  reason  of  frail  containers  and  improper  packing  in  one  year 
amounted  to  $100,000,000,  and  in  another  to  $150,000,000. 
This  is  a  serious  matter  and  one  which  calls  for  a  consideration 
in  the  interest  of  both  shipper  and  carrier,  to  say  nothing  of 
the  social  aspect.  Such  losses  demand  the  cooperation  of  ship- 
pers, carriers,  and  manufacturers  of  containers. 

The  trouble  lies  partly  in  the  weakness  of  the  materials  used 
in  constructing  containers,  and  partly  in  the  faulty  method 
of  construction.  Of  late  years  this  trouble  has  increased  for 
two  reasons :  first,  materials  have  increased  in  cost  with  the 
result  that  there  has  been  a  tendency  to  practice  a  shortsighted 
economy  in  their  use;  and  second,  there  has  been  increased 
strain  in  transportation  due  to  growing  density  of  traffic  and 
length  of  haul.  Both  cars  and  trains  are  more  heavily 
loaded  than  formerly,  and  trains  are  moved  more  rapidly,  both 
of  which  developments  result  in  subjecting  containers  to  greatly 
increased  stresses  and  strains.  The  longer  hauls  which  have 
come  with  the  widening  of  markets  involve  more  transfers 
with  the  attendant  breakage. 
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Proper  packing  is  a  kind  of  insurance  against  delay  and 
injury  to  freight,  and  the  additional  expense  required  to  reduce 
the  risks  of  loss  and  damage  is  not  only  socially  desirable  but  is 
good  business.  The  arrival  of  freight  in  good  condition  brings 
the  shipper  increased  goodwill,  while  loss  and  damage  to  ship- 
ments will  make  the  consignee  dissatisfied.  The  carrier  is 
entitled  to  proper  packing,  and  in  any  event  the  wise  shipper 
will  find  the  carriers  more  apt  to  cooperate  with  him  if  his 
goods  arc  always  well  nacked. 

Carriers'  Rules  on  Packing. — The  Consolidated  Classifica- 
tion contains  the  following  rule  :  "Freight  will  be  accepted  only 
w^hen  containers  are  of  sufficient  strength  and  security  to 
aflford  reasonable  and  proper  protection  to  the  freight  which 
the  containers  enclose.  ...  All  containers  must  be  strongly 
made  of  material  of  sufficient  strength  to  protect  the  articles 
against  ordinary  risks  of  transportation."  Surely  this  is  a 
reasonable  requirement.  The  ordinary  risks  of  transportation 
can  be  pretty  definitely  known  and  it  seems  reasonable  that  the 
shipper  should  be  required  to  insure  against  them  to  the  ex- 
tent of  providing  adequate  packages. 

The  carriers'  rules  go  on  to  say  that  freight  tendered  for 
transportation  nnist  be  in  the  form  specified  in  the  separate 
descriptions  given  of  the  several  articles.  For  example,  the 
Classification  provides  that  china  or  earthenware  bathtubs  arc 
to  be  "packed  in  boxes  or  crates";  pitch.  N.  O.  I.  B.  N.,^  not 
ground,  is  to  be  shipped  "in  metal  cans  partially  jacketed" ; 
pans,  cake  or  cracker,  wire  or  flat,  are  to  be  shipped  "in  boxes" ; 
etc.  Articles  that  are  easily  broken  must  be  protected  by  pack- 
ing material  within  the  container. 

Rules  40  and  41  of  the  Classification  contain  an  elaborate 
code  of  regulations  governing  the  construction  and  sealing  of 
boxes,  barrels,  pails,  etc.     For  example,   it   is  provided  that 


'  "Not  otherwise  indexed  by  name." 
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boxes  must  be  made  of  iron,  steel,  wood,  or  fibre  board  of 
certain  specified  strength,  with  solid  or  closely  fitted  sides  and 
ends  securely  fastened,  and  wooden  boxes  of  unusual  size  or 
carrying  unusual  weight  must  be  strapped  or  be  re-enforced 
by  cleats.  When  shipped  in  fibre  board  boxes,  articles  will 
not  receive  the  same  ratings  as  apply  on  shipments  in  wooden 
boxes,  unless  the  requirements  of  the  carriers  with  reference 
to  the  number  of  plys,  the  thickness  of  each,  and  the  resistance 
per  square  inch  are  complied  with.  The  container  must  always 
bear  a  certificate  of  the  box-maker.  A  20%  increase  in  freight 
rates  is  provided  in  case  fibre  boxes  do  not  comply  with  these 
rules. 

The  intending  purchaser  of  boxes  and  baskets  should  re- 
quire that  the  manufacturer  furnish  a  statement  of  the  specifi- 
cations on  which  the  containers  are  made  in  order  to  protect 
himself. 

The  use  of  metal  strapping  or  wire  binding  on  containers 
for  less-than-carload  merchandise  is  of  real  importance,  and 
shippers  will  find  that  not  only  are  damages  decreased  thereby, 
but  also  that  it  greatly  reduces  concealed,  unlocated.  and 
pilferage  losses.  In  1923  a  reduction  of  $8,000,000  in  such 
losses  was  attributed  largely  to  the  greater  use  of  wire  and 
strap  material. 

Losses  from  Not  Observing  Rules. — Much  loss  is  borne 
both  by  shipper  and  by  carrier  as  a  result  of  failure  to  observe 
the  packing  requirements.  In  packing  glassware,  for  example, 
the  carriers'  rule  is  that  the  articles  must  be  loaded  shoulder  to 
shoulder  and  bottom  to  bottom,  with  a  cushion  of  indented  pulp 
board  between  bottoms.  Failure  to  put  in  the  required  layer 
of  indented  paper  cost  one  shipper  a  penalty  of  $576  on  a 
single  carload  from  Cincinnati  to  San  Francisco.  Had  the 
shipment  been  loaded  correctly,  a  commodity  rate  of  $1,663^ 
per  hundred  pounds   would  have   applied,   making  the   total 
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freight  charge  $499.50;  but  the  incorrect  loading  made  the 
class  rating  applicable,  and  as  glassware  is  rated  5th  class  and 
the  shipment  was  penalized  by  being  raised  to  4th  class,  the 
total  charge  was  over  $1,000. 

On  the  other  hand,  the  carriers  lose  much  revenue  throujrh 
the  inefficiency  of  their  employees  in  enforcing  the  packing  re- 
quirements. Presumably  these  requirements  are  reasonable, 
and  the  different  freight  charges  made  on  account  of  differ- 
ence in  packing,  measure  the  difference  in  the  carriers'  risk. 
If,  therefore,  an  agent  allows  a  shipment  of  some  hcjuid 
shipped  in  metal  cans,  crated,  to  move  at  the  same  rate  that 
is  allowed  to  the  article  when  shipped  in  metal  cans,  bo.vcil, 
the  latter  rate  being  considerably  lower,  there  is  a  real  loss  to 
the  railway.  The  same  may  be  said  of  cases  in  which  ship- 
ments made  in  barrels  with  cloth  tops  are  given  the  rating  appli- 
cable to  shipments  "in  barrels";  for  the  Classification  provides 
that  barrels  with  cloth  tops  "will  be  rated  same  as  crates,"  and 
crates  will  be  rated  one  class  higher  than  barrels.  This  pro- 
vision is  doubtless  based  on  experience  in  handling  many 
thousands  of  shipments  in  the  kinds  of  packages  mentioned, 
and  deviation  therefrom  must  tend  to  cause  loss. 

When  More  than  One  Class  of  Freight  Is  Put  in  a  Package. 
— This  is  hardly  the  place  to  go  into  the  niinuti;e  of  packing 
freight  and  we  shall  therefore  close  the  discussion  by  mention- 
ing one  more  general  rule,  namely,  the  requirement  that  "the 
charge  for  a  package  containing  freight  of  more  than  one  class 
shall  be  at  the  rate  provided  for  the  highest  classed  freight 
contained  in  the  package."  This  seems  to  be  the  only  practica- 
ble way  of  insuring  a  uniform  observance  of  the  classification 
of  freight,  as  it  would  clearly  be  impracticable  to  attempt  to 
average  separate  charges  for  the  numerous  different  items 
which  might  be  shipped  in  a  single  container.  Undoubtedly 
much  fraud  is  practiced  in  this  matter,  but  it  is  sometimes  diffi- 
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cult  to  observe  the  principle  of  the  rule.  Under  the  Classifica- 
tion, advertising  matter  may  be  shipped  along  with  the  goods 
to  which  such  matter  refers  at  the  rate  applying  to  the  goods. ^ 
A  candy  shipper,  however,  who  enclosed  a  booklet  of  Christ- 
mas carols  found  that  the  carriers  refused  to  accept  the  booklet 
as  an  advertisement  of  his  wares,  and  accordingly,  although 
candy  is  given  a  2nd  class  rating,  he  was  penalized  by  having 
to  pay  the  ist  class  rate  on  the  entire  shipment,  that  being  the 
ratine  of  booklets. 


'b 


3.  The  Marking  of  Freight 

All  L.  C.  L.  Freight  Must  Be  Marked. — If  it  be  assumed 
that  the  shipper  has  properly  packed  his  goods  for  shipment, 
the  next  question  to  ask  is,  if  an  L.  C.  L.  shipment :  Has  he 
properly  marked  it  to  insure  the  desired  routing  and  delivery 
to  the  correct  consignee  ?  This  question  is  no  unimportant  one, 
as  a  great  quantity  of  less-than-carload  freight  goes  astray, 
thus  causing  much  trouble  and  expense  to  both  shipper  and 
carrier. 

The  general  rule  is  that  all  freight,  if  L.  C.  L.  or  "any 
quantity,"  must  be  marked.  A  shipment  which  fills  a  car.  or 
which  weighs  at  least  24,000  pounds,  if  it  is  a  single  shipment 
for  a  single  consignee,  need  not  be  marked;  but  if  the  quantity 
of  freight  tendered  is  in  excess  of  the  full  carload,  the  excess 
freight  must  be  marked  as  if  it  were  an  L.  C.  L.  shipment. 

Each  package  or  loose  piece  of  freight  must  be  plainly  and 
durably  marked — old  consignment  marks  first  being  removed 
or  effaced — by  some  means  which  will  present  the  maximum 
resistance  to  eflfacement.  This  means  may  be  by  brush,  stencil, 
marking  crayon  (not  chalk),  rubber  or  metal  type,  labels  se- 
curely attached  by  glue  or  suitable  tags  gf  metal,  leather,  cloth, 
or  specially  strong  paper. 


-  Providing  the  advertising  matter  does  not  exceed  2%  of  the  gross  weight  of  the 
goods. 


Ch.  26]  THE  SHIPPING  OF  FREIGHT  447 

The  shipper  should  remember  that  a  httle  more  time  in 
marking  may  save  much  expense  arising  from  delay  to  his 
trucks  when  delivering  freight.  Plain  marking  makes  the 
prompt  release  of  trucks  at  the  freight-house  possible,  and  re- 
duces the  amount  of  overs  and  shorts. 

Importance  of  Comparing  Marks  with  Bill  of  Lading. — 
A  rule  which  is  of  especial  importance  on  account  of  the  trouble 
which  results  from  its  non-observance,  is  that  the  marks  on 
packages  must  be  compared  with  the  bill  of  lading  or  shipping 
order,  and  necessary  corrections  be  made  by  the  shipper  before 
a  receipt  for  freight  is  signed.  One  of  the  most  common  diffi- 
culties is  a  conflict  between  the  destination  shown  on  the  bill 
of  lading  and  that  indicated  by  the  marking  of  the  package. 
For  example,  a  shipment  was  once  made  from  New  York  to 
West  Pittsburgh,  Pa.  The  bill  of  lading  read  "West  Pitts- 
burgh," but  the  package  was  merely  marked  "Pittsburgh." 
Accordingly,  the  railway  hauled  the  freight  to  Pittsburgh  and 
then  notified  the  consignee  of  its  arrival.  Of  course,  the  con- 
signee instructed  the  railway  to  forward  the  freight  to  West 
Pittsburgh,  but  meanwhile  it  had  been  stored  and  a  special 
service  had  to  be  rendered  to  transfer  it  from  Pittsburgh  to 
West  Pittsburgh.  Naturally,  the  carrier  sought  to  collect  ( i ) 
the  freight  rate  to  Pittsburgh,  (2)  storage  charges,  and  (3) 
the  local  freight  rate  from  Pittsburgh  to  West  Pittsburgh. 
In  this  it  was  supported  by  the  Interstate  Commerce  Commis- 
sion's rulings  to  the  effect  that  when  the  shipper  prepares  a  bill 
of  lading  showing  a  destination  different  from  that  which  ap- 
pears on  the  package,  the  carrier  is  not  responsible  for  the 
freight  from  the  destination  marked  on  the  package."'^ 

If,  however,  a  carrier  changes  the  marks  on  the  package, 
it  may  iDe  responsible.    This  was  the  case  when  a  carrier  agent, 

'26  I.   C.   C.   561. 
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upon  receiving  a  package  which  was  clearly  marked  "Oakland, 
Ind.,"  while  the  bill  of  lading  read  "Oakland,  111.,"  proceeded 
to  change  the  marks  on  the  package  to  agree  with  the  bill  of 
lading.  In  this  case,  the  shipment  went  to  Illinois  instead  of 
Indiana,  and  the  carrier  was  held  responsible  for  the  delivery 
at  the  wrong  destination.  It  should  either  have  forwarded 
the  package  as  marked,  or  have  advised  the  shipper  of  the  dis- 
crepancy and  awaited  instructions. 

Shipper  Liable  for  Errors  in  Marking. — It  is  a  general 
rule  that  the  shipper  is  liable  for  errors  in  marking.  It  is  his 
duty  correctly  to  mark  packages  of  L.  C.  L.  freight  intended 
for  transportation.  Thus,  one  ruling  by  the  Commission 
(Conference  Ruling  No.  433)  is  to  the  effect  that  when  a  pack- 
age was  erroneously  marked  "Lake  City,  Fla.,"  instead  of 
"Lake  City,  S.  C,"  the  shipper  had  to  bear  the  charges  for  the 
resulting  back  haul  from  Florida  to  South  Carolina,  in  spite 
of  the  fact  that  the  correct  address  was  noted  on  the  bill  of 
lading. 

Other  rules,  the  non-observance  of  which  causes  trouble, 
are  that  when  consigned  "to  order,"  a  shipment  must  be  marked 
to  indicate  that  fact,  and  must  further  show  a  number  or  sym- 
bol which  will  also  appear  on  the  bill  of  lading  or  shipping 
order.  Also,  when  a  shipment  is  consigned  to  some  point  not 
on  a  railway  line,  the  package  should  be  marked  with  the  name 
of  the  railway  station  at  which  the  consignee  will  accept  de- 
livery. 

Finally,  it  has  been  found  to  be  desirable  that  packages  of 
L.  C.  L.  freight  should  be  marked  with  the  name  and  address 
of  the  shipper  preceded  by  the  word  "from" — this  to  provide 
for  cases  in  which  the  freight  goes  astray  or  is  unclaimed  at 
the  destination  point.  This  precaution  should  be  taken  in  ship- 
ping freight,  just  as  it  is  in  mailing  a  letter. 
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Trivial  as  the  matter  of  marking  freight  may  seem,  it  in 
reahty  constitutes  no  mean  traffic  problem,  and  the  observance 
of  the  foregoing  rules  would  save  much  time  and  money,  and 
make  an  important  contribution  toward  the  smooth  handling  of 
the  nation's  traffic  by  rail. 

So  common  are  troubles  connected  with  the  foregoing  ship- 
ping requirements,   that   some  carriers   use   a   standard    form 


J   1' 

(Shipper) 

Ynlir  iihipmpnt.  tnHity  retnxignpA  tn 

was  refused  for  the  reason  which  we  have  checked  below :                                                                                         | 

BILL  OF  LADING 

MARKS 

PACKING 

Dlegible. 

Sjrmbol  or  Case  Number  not 
shown. 

Shipment  improperly  marked. 
Entire  shipment  not  marked. 

Cartons  not  sealed  or  improp- 
erly sealed. 

Package  leaking. 

Label  Notations  not  shown 

Marks  Illegible. 

Iniuffieient  naOa. 

Improper  labels,  or  no  labels. 

Old  marks  not  erased. 

Loose  boards. 

County  not  shown. 

Improper  tags. 

Package  broken  open.. 

Tags  improperly  applied. 

Pragil*  pacVave. 

Insecure  package 

Fig-  37- — Form  Used  by  Railroads  to  Advise  Shippers  of  Non-Acceptance 

of  Shipments 

like  the  one  in  Fig.    t^j,  to  advise  the  shipper  of  their  non- 
acceptance  of  the  shipment. 

4.  Prep.\rin'g  and  Lo.\dixg  Cars 

Obligations  of  Shipper  and  Carrier. — As  a  general  rule, 
it  may  be  said  to  be  the  duty  of  the  shipper  to  inspect  a 
freight-car  before  it  is  accepted  for  loading.  Not  infrequently, 
cars  are  received  which  have  large  nails  protruding  from  the 
floor  or  sides ;  such  cars  should  not  be  loaded  until  the  nails 
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have  been  driven  in  or  extracted,  especially  when  the  load  is  to 
consist  of  merchandise  in  bales  or  sacks.  Cr  the  car  may  be 
so  dirty  or  impregnated  with  some  injurious  material  as  to 
be  unsuitable  for  loading.  One  shipper  loaded  steel  bars  into 
a  car  which  upon  arrival  at  destination  were  found  to,  have 
become  so  rusty  that  they  were  refused  by  the  consignee.  The 
car  was  returned  to  the  point  of  origin  and  then  it  was  dis- 
covered that  the  floor  was  covered  with  a  coating  of  sulphuric 
acid  which  had  corroded  the  steel.  In  spite  of  the  fact  that  the 
shipment  had  so  deteriorated  as  to  be  worth  only  the  price  of 
scrap  steel,  the  shipper  had  to  bear  the  loss.  The  Interstate 
Commerce  Commission  holds  that,  although  the  obligation  of  a 
carrier  is  to  furnish  promptly  a  suitable  car,  it  is  reasonable 
to  expect  the  shipper  to  inspect  the  car  and  to  do  a  reasonable 
amount  of  cleaning  or  make  minor  and  inexpensive  repairs  in 
order  to  prepare  it  for  loading.  In  this  case  the  shipper,  by 
casual  inspection,  could  have  learned  that  the  car  contained  a 
foreign  substance  which  would  injure  his  shipment,  and  could 
have  either  refused  the  car  or  have  cleaned  it  himself. 

If,  however,  the  unsafe  condition  of  the  car  cannot  be 
known  from  a  casual  inspection,  the  carrier  is  liable  for  the 
shipper's  loss  arising  from  the  presence  of  an  injurious  ma- 
terial. 

Rules  for  Inspecting  and  Preparing  Cars. — Clearly,  then, 

it  is  important  that  care  should  be  exercised  to  prevent  the 
loading  of  freight  into  defective  or  unclean  cars.  Such  care 
should  include  an  examination  of  the  interior  for  defects 
which  might  injure  the  freight,  and  the  removal  or  covering  by 
the  shipper  of  projecting  nails  and  bolts.  If  the  contents 
of  the  car  are  to  be  such  that  the  penetration  of  rain  or  snow 
would  mean  damage,  it  is  important  that  the  shipper  inspect  the 
roof,  sides,  and  especially  the  doors,  and  he  should  either  leave 
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a  free  space  around  the  car  door,  or  should  so  batten  it  as  to 
prevent  leakage  at  that  point.  Cars  which  cannot  be  put  in 
good  condition  without  considerable  repairs  should  be  rejected. 

In  shipping  perishables  and  goods  which  are  injured  by 
dirt,  such  as  flour,  freight-cars  often  have  to  be  lined;  and 
sometimes  it  is  necessary  to  put  in  false  bottoms  to  insure  the 
circulation  of  warm  air  and  thus  prevent  the  freezing  of  fruits 
and  vegetables  in  winter  weather.  Such  lining  and  flooring 
must  be  furnished  by  the  shipper,  and  the  cost  of  installation 
be  borne  by  him. 

Moreover,  no  allowance  is  made  for  the  weight  of  the 
material  used  ("dunnage"),  but  it  is  charged  for  at  the  same 
rate  which  applies  on  the  shipment  proper.  While  this  rule 
may,  at  first  glance,  appear  to  be  likely  to  work  hardship  to 
the  shipper  in  some  cases,  a  moment's  reflection  shows  that 
it  is  in  keeping  with  the  fundamental  rule  governing  car- 
load ratings,  namely,  that  carload  freight  must  be  a  single 
shipment  to  a  single  consignee,  and  in  the  case  of  mixed  car- 
loads the  shipment  will  be  charged  for  at  the  carload  rate 
applicable  to  the  highest  classed  article  therein.  Furthermore, 
it  is  economically  desirable  that  shippers  be  discouraged  from 
making  the  "dead  weight"  greater  than  may  be  necessary. 

Loading  Cars. — After  the  car  is  inspected  and  accepted  as 
suitable  for  the  shipper's  purposes,  the  next  problem  is  to 
insure  proper  loading.  The  careful  loading  of  freight  into 
the  car  is  an  important  matter.  This  statement  applies  both 
to  the  loading  of  L.  C.  L.  freight  by  the  carrier  and  C.  L. 
freight  by  the  shipper,  but  here  the  reference  is  to  the  latter. 

In  Rule  27  of  the  Official  Classification  it  is  provided  that 
the  owners  must  observe  the  carrier's  rules  regulating  the  safe 
loading  of  freight  and  protection  of  equipment,  which  rules 
are:  (i)  the  lading  must  be  securely  blocked  or  braced.  (2) 
when  in  closed  cars  the  lading  must  be  kept  away  from  the 
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car  doors,  and  (3)  the  weight  of  the  lading  must  be  approxi^ 
mately  the  same  on  each  side  of  the  car. 

The  trafhc  manager  of  a  wholesale  grocery  concern  writes 
as  follows : 

We  receive  cars  containing  case  goods  which  are  not 
braced  in  the  doorways  and  consequendy  the  ordinary  rolling 
of  the  car  while  in  transit  allows  the  cases  to  shift  from  one 
side  to  the  other  in  the  doorways.  On  arrival  of  the  car 
at  destination  it  is  found  that  damage  is  due  to  lack  of  brac- 
ing. The  inspectors,  in  cases  of  this  kind,  invariably  note 
on  their  inspection  report  that  the  car  was  improperly 
loaded  and  the  carriers  use  this  as  an  argument  for  declining 
liability. 

Another  matter  which  requires  attention  in  many  cases  is 
the  arrangement  of  freight  within  the  car.  Care  should  be 
taken  to  avoid  the  proximity  of  units  or  packages  which,  on 
account  of  their  character,  shape,  or  weight,  might  damage  one 
another;  and,  as  a  rule,  similar  units  should  be  placed  together. 

Loading  L.  C.  L.  Freight — "Trap  Cars." — Many  shippers 
load  less-than-carload  freight  into  what  are  known  as  "trap" 
or  "ferry"  cars  at  their  plants.  Such  cars  contain  several  less- 
than-carload  shipments  destined  to  different  points,  which  are 
to  be  distributed  at  the  railway's  terminals  at.  the  point  of 
origin  into  "straight"  carloads,  which  are  to  be  forwarded  t(.> 
their  respective  destinations.  When  such  cars  are  indiscrim- 
inately loaded  with  shipments  for  various  sections  of  the 
country,  it  is  necessary  first  to  move  them  to  the  adjacent 
freight  stations  or  nearby  transfer  points  where  they  have  to 
be  unloaded  and  the  shipments  nmst  be  sorted  and  reloaded. 
This  involves  extra  handling,  which  is  not  only  expensive  in 
itself  but  increases  loss  and  damage  claims.  In  order  to 
minimize  this  reloading,  some  of  the  railways  have  issued 
"loading  guides"  which  enable  the  shipper  readily  to  ascertain 
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the  proper  transfer  points  to  which  his  shipments  should  be 
loaded."*  These  guides  contain  an  alphabetical  list  of  stations, 
giving  a  number  to  each  station,  and  the  station  numbers  are 
grouped  under  the  proper  transfer  point.  Thus  the  shipper 
can  readily  group  his  shipments  for  various  destinations  ac- 
cording to  the  ai)propriate  transfer,  and  he  can  assemble  ship- 
ments and  so  regulate  their  loading  that  cars  can  be  so  made 
up  as  to  reduce  the  handling  of  shipments  at  intermediate 
points.  An  important  feature  of  this  plan  is  that  shippers 
find  it  advantageous  to  hold  their  shipments  for  several  days 
in  order  to  assemble  a  full  load  for  the  proper  transfer  point. 
A  large  iron  and  steel  company  has  divided  its  shipping  plat- 
form into  eight  different  sections  for  as  many  routes,  w'th 
the  result  that  its  shipments  reach  their  destination  with  onlv 
one  transfer  instead  of  the  three  or  four  transfers  which  were 
required  under  the  old  hai)ha7.ard  method  of  loading. 

The  advantages  of  observing  this  system  of  loading  less- 
than-carload  freight  are :  (  i )  shipments  reach  consignees  in 
shorter  time,  (2)  there  is  less  damage,  (3)  the  number  of  ship- 
ments lost  or  incorrectly  loaded  is  reduced,  (4)  there  is  less 
necessity  for  tracing  and.  (  3  )  it  enables  the  shipper  to  improve 
and  systematize  his  shipping  and  loading  departments. 

Clearly,  it  is  economically  important  from  the  social  point 
of  view  that  freight  should  be  carefully  loaded,  in  order  to 
reduce  to  a  minimum  the  breakage  and  other  damage  which 
inevitably  result  from  the  transportation  of  freight  by  rail, 
and  it  seems  clear  that  in  the  case  of  carload  freight  this  obliga- 
tion should  rest  upon  the  shi])per.  He  it  is  who  loads  the  car, 
and  it  is  to  his  interest  that  the  shipment  should  reach  the  con- 
signee in  good  condition.  One  little  instance  will  illustrate 
the  practical  importance  of  this  matter  to  the  shipper.  It  is 
reported  that  a  firm  saved  a  loss  of  $68  per  car  by  spending 
$1 1.40  on  the  lumber  required  adequately  to  brace  the  contents. 


*  Si'c    Pennsylvania    Railroad    Information    Bulletin,    December    s,     1921. 
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Multiplying  this  saving  by  the  number  of  cars  shipped  would 
bring  the  total  up  to  many  thousands  of  dollars.  As  the  size 
of  freight-cars  and  the  average  carload  have  grown,  and  the 
speed  of  trains  has  increased,  the  stresses  and  strains  caused  by 
stopping  and  starting  have  been  intensified  and  the  importance 
of  proper  packing  and  loading  has  increased  proportionately. 

5.  The  Weighing  of  Freight 

Gross  vs.  Net  Weights. — Freight  charges  are  generally 
based  on  weight,  and  the  law  requires  that  carriers  shall 
collect  the  full  legal  rate.  Clearly,  therefore,  it  is  important 
that  the  weight  of  freight  should  be  accurately  determined. 
Indeed,  the  Interstate  Commerce  Commission  itself  once 
made  an  extensive  investigation  into  the  accuracy  of  railway 
scales  and  found  wide  differences  among  them.''  The  weigh- 
ing of  freight,  however,  is  not  so  simple  as  might  seem  at 
first  thought. 

In  the  first  place,  we  must  distinguish  between  gross 
weight  and  net  weight,  and  note  that  the  freight  charges  are 
based  on  the  former.  By  gross  weight  is  meant  the  weight 
of  the  car  or  package,  together  with  its  contents,  w'hile  net 
weight  means  either  the  weight  of  an  article  clear  of  packing 
and  container  or  the  weight  of  the  contents  of  a  car.  The  rule 
adopted  by  the  railways  is  that,  unless  otherwise  provided, 
freight  charges  shall  be  computed  on  gross  weights,  includ- 
ing temporary  blocking,  racks,  standards,  strips  or  similar 
bracing,  dunnage  or  supports.  This  material  is  to  be  paid 
for  at  the  same  rate  as  applies  to  the  shipment  which  it  accom- 
panies. Free  weight  of  500  pounds  is  allowed  for  stakes, 
racks,  etc.,  on  flat  or  gondola  cars,  providing  that  the  shipper 
specifies  the  weight  of  dunnage  in  the  shipping  order,  but  in  no 
case  must  less  than  the  minimum  carload  be  charged  for. 


^2?,  I.  c.  c.  7  (1913). 
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Estimated  Weights. — One  exception  to  the  foregoing  rule 
is  that  when  "estimated  weights"  are  authorized,  they  may  be 
used  in  the  place  of  the  actual  gross  weight.  What  then  are 
"estimated"  weights?  Such  weights  are  those  specifically  pre- 
scribed in  the  tariffs  of  individual  carriers  for  various  partic- 
ular commodities  when  shipped  in  certain  packages  or  in  a 
certain  manner.  For  example,  in  the  South  certain  estimated 
weights  are  specifically  prescril3ed  for  lumber,  the  estimate, 
which  is  applied  to  all  lumber,  being  so  much  per  thousand 
board- feet.  Pit  posts,  in  the  East  at  least,  have  moved  on 
the  basis  of  an  estimated  weight  of  45  pounds  per  post,  and 
potatoes  in  hampers  have  l^een  assessed  on  the  basis  of  an 
estimated  weight  of  185  pounds  per  package.  Many  other 
illustrations  might  be  given. 

The  advantage  of  using  estimated  weights  is  found  where 
articles  are  shipped  in  standard  packages  or  where  standard 
units  of  bulk  measurement  are  possible.  In  these  cases  an 
average  weight  can  be  readily  ascertained,  and  the  use  of  such  a 
weight  saves  the  time  and  expense  of  weighing  each  shipment, 
to  say  nothing  of  the  disj)utes  which  arise  when  the  actual 
weight  is  in  question.  When,  however,  packages  are  "not  uni- 
form in  size  or  the  commodity  shipped  in  bulk  is  subject  to 
wide  variations  in  unit  weight,  the  use  of  estimated  weights  is 
difficult  or  impossible. 

Even  when  packages  are  fairly  uniform,  they  may  Ix.' 
changed  in  size  from  time  to  time  or  vary  somewhat,  and  in 
such  cases  disagreement  concerning  the  size  or  the  basis  on 
which  the  estimated  weight  was  fixed  may  arise.  Accordingly, 
the  Interstate  Commerce  Commission  has  ruled  that,  in  so  far 
as  practicable,  the  size  and  dimensions  of  such  packages  should 
be  clearly  stated  in  the  tariflfs.  Even  then,  cases  of  dispute  not 
infrequently  come  before  the  Commission.  Thus,  in  a  case 
involving  pit  posts  it  was  complained  that  the  estimated 
weights  were  in  excess  of  the  actual  weights.     The  Commis- 
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sion  found  that  during  certain  seasons  of  the  year  when  the 
posts  contained  Httle  sap,  the  estimated  weights  did  exceed 
the  actual,  but  held  that  the  tariff  estimates  were  intended  to 
be  representative  of  shipments  throughout  the  year  and  con- 
sequently were  not  unreasonable.  Again,  a  shipper  of  potatoes 
complained  that  an  estimated  weight  of  185  pounds  for  a 
I  ^-bushel  hamper  made  his  rate  excessive.  In  this  case,  the 
Commission,  while  recognizing  that  the  actual  weight  was 
much  less  than  the  estimated,  held  that  the  carrier's  position 
was  reasonable,  in  that  the  use  of  hampers  for  potato  ship- 
ments results  in  numerous  loss  and  damage  claims  and  should 
therefore  be  discouraged. 

Incidentally,  this  case  illustrates  the  importance  which  the 
Commission  attaches  to  the  use  of  proper  containers. 

Weighing  Freight  in  Cars. — In  most  cases,  however,  actual 
gross  weights  are  used,  and  such  weights  are  determined  by 
weighing  the  loaded  car  on  track  scales,  the  marked  weight 
of  the  car  being  deducted  from  the  total. "^  Carload  freight 
should  be  weighed  at  the  point  of  origin,  or,  if  no  scales  are 
available  there,  as  near  to  the  point  of  origin  as  possible. 
When  the  cars  are  carefully  weighed,  which  requires  that  they 
should  be  uncoupled  and  not  be  in  motion,  the  results  secured 
are  generally  satisfactory.  But  this  is  not  always  true.  Not 
infrequently  the  weighing  is  carelessly  done,  and  disputes 
concerning  weights  are  all  too  common.  The  carriers  them- 
selves often  take  the  precaution  to  re  weigh  cars  received  from 
connections,  and  carload  freight  will  be  reweighed  when  the 
contents  of  the  cars  have  been  transferred  en  route  or  when 
there  has  been  some  accident  or  loss  of  freight.  Either  the 
shipper  or  the  consignee,  if  he  believes  that  the  carrier's 
weights  are  wrong,  may  have  a  car  reweighed.  subject  to  a 
reweighing   charge   which   is   named    in   the   tariffs.      If   the 


•  The   "marked   weight"    is   the  weight   of    the   empty   car   as   stenciled    thereon. 
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carrier's  weights  are    found  to  be   in  error,   the   reweighing 
charge  will  not  be  collected. 

"Tolerance." — At  this  point  the  use  of  "tolerance"  comes 
in.  A  certain  difference  in  weights,  due  to  variation  in  scales 
or  weighing  methods,  may  be  permitted  without  a  correction 
of  the  billed  weight.  Such  a  difference  is  called  "tolerance.'"^ 
It  may  l>e  thought  of  as  a  reasonable  margin  of  error  allowed 
in  weighing.  The  tolerance  is  usually  1%  of  the  lading,  but 
there  is  a  minimum  tolerance  of  500  pounds,  which  is  always 
allowed,  and  in  the  case  of  such  heavy  commodities  as  coal, 
coke,  sand,  and  stone,  the  minimum  tolerance  is  i,cx)0  pounds. 
When,  therefore,  a  carload  of  freight  is  re  weighed  and  it  is 
ascertained  that  the  weight  does  not  differ  from  the  billed 
weight  by  more  than  the  amount  of  the  tolerance,  no  correc- 
tion will  be  made.  If  the  difference,  however,  is  found  to 
exceed  the  tolerance,  a  third  weighing  is  made,  if  practicable, 
for  the  purpose  of  securing  a  final  test.  If  this  third  weigh- 
ing shows  a  figure  which  is  within  the  tolerance  limit,  no 
charge  will  be  made;  but  if  it  also  shows  a  difference  in  excess 
of  the  tolerance,  the  result  of  either  the  second  or  third 
weighing  will  be  taken,  whichever  is  the  lower,  assuming  that 
the  difference  between  the  two  does  not  exceed  the  tolerance. 

Either  the  shipper  or  the  consignee  may  prove  the  actual 
weight  of  a  carload  shipment  (i)  by  showing  the  shipper's 
authenticated  invoice,  or  (2)  by  weighing  the  entire  contents 
of  the  car  on  platform  scales,  or  (3)  by  weighing  a  represen- 
tative proportion  (10%  or  more)  of  the  articles  contained 
in  the  car  when  such  articles  have  a  standard  weight.  The 
weighing  must  be  done  under  the  supervision  of  the  carrier's 
agent.  Of  course,  the  weight  will  include  blocking,  packing 
materials,   debris,   etc.      If   the   difference   between  the   billed 


'  Sec    National    Code   of    Rules    Governing    the    Weighing    and    Reweighing    of    Car- 
luaU   Freight,   American   Railway    Association,    fur    this   and   other    rules. 
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weight  and  the  actual  weight  exceeds  the  tolerance  limit,  the 
freight  charges  will  be  made  on  the  basis  of  the  actual 
weight  as  determined. 

Weight  Agreements. — "Weight  agreements"  are  some- 
times entered  into  by  shipper  and  carrier,  and  such  agree- 
ments may  yield  important  advantages.  If  the  shipper  desires, 
he  may  apply  to  the  carrier  asking  that  an  agreed  weight  be 
fixed  for  his  articles.  The  carrier  will  then  make  weight 
tests  and  may  thereafter  accept  the  goods  at  an  agreed  weight. 
Under  such  an  arrangement  the  shipper  knows  exactly  what 
weight  he  will  be  charged  for,  and  no  questions  or  disputes 
can  arise.  It  also  tends  to  expedite  the  movement  of  his 
freight  since  it  facilitates  forwarding  and  since  no  reweighing 
in  transit  is  necessary. 

As  such  agreed  weights  have  an  important  bearing  upon 
freight  charges,  it  is  required  that  copies  of  the  agreements 
shall  be  filed  with  the  appropriate  rate-making  bodies,  de- 
pending on  whether  the  traffic  concerned  is  interstate  or  intra- 
state. The  points  to  be  covered  in  a  weight  agreement  are 
as  follows :  The  shipper  agrees  to  report  the  correct  gross 
weight  and  description  of  his  commodity  on  the  appropriate 
shipping  papers  and  to  allow  a  representative  of  the  carrier 
to  inspect  the  original  weight  sheets,  invoices,  and  other 
records  which  may  be  necessary  to  verify  the  reported 
weights.  He  also  agrees  to  pay  promptly  any  undercharges 
caused  by  the  certification  of  incorrect  weights  or  descrip- 
tions. When  the  agreed  weights  are  based  on  an  average 
for  uniform  or  standard  weight  articles,  the  shipper  is 
promptly  to  notify  the  railway  of  any  change  in  the  package 
or  material  which  will  aff^ect  the  weight  of  his  shipments. 
He  must  also  keep  the  scales  used  in  good  condition  and 
allow  the  carrier's  agent  to  inspect  them.  The  agreement  is 
subject  to  cancellation  by  either  party  on  ten  days'  notice. 
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Summary 

A  volume  might  be  devoted  to  the  practical  details  which 
are  involved  in  the  shipping  of  freight,  but  a  careful  study 
of  the  foregoing  pages  will  suffice  to  give  a  fair  working 
foundation  of  general  principles  of  the  subject.  We  have 
seen  how  important  it  is  that  freight  should  be  adequately 
packed  and  what  constitutes  such  packing.  The  chief  re- 
quirements for  marking  freight  have  been  pointed  out,  and 
it  has  appeared  that  it  is  the  shipper's  duty  correctly  to  mark 
L.  C.  L.  shipments  of  freight.  It  has  been  shown  that  it  is  also 
the  duty  of  the  shipper  to  inspect  cars  tendered  by  the  carrier 
for  carload  freight,  and  certain  general  principles  of  loading 
have  been  indicated.  Important  economies  are  to  l^e  gained 
by  following  some  system  in  the  loading  of  "trap"  or  "ferry" 
cars  so  as  to  reduce  the  rehandling  of  freight  at  transfer 
points.  The  various  practices  used  in  connection  with  the 
weighing  of  freight  have  l^een  outlined,  and  the  importance 
of  using  the  "weight  agreement,"  where  this  is  feasible,  has 
been  pointed  out.  For  the  information  of  those  who  are  not 
experienced  in  the  shipping  of  freight,  the  various  documents 
which  must  pass  between  shipper  and  carrier  have  been 
described. 

It  has  been  the  aim  of  this  chapter  to  state  concisely  the 
most  important  rules  which  directly  affect  the  shipping  of 
freight.  These  rules  taken  together  might  be  thought  of  as 
constituting  a  sort  of  shipping  code,  by  observing  which  the 
shipper  may  reduce  to  a  minimum  his  losses  and  damages, 
and  insure  the  arrival  of  his  shipments  at  destination  in  the 
best  possible  condition.  Also  car  shortage  and  waste  in 
transportation  may  be  relieved.  Great  waste  obtains  on 
American  railways  on  account  of  improper  or  inadequate 
packing,  marking,  loading,  and  weighing  of  freight;  and  the 
enormous  loss  and  damage  claims  are  a  sad  commentary  on 
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the  lack  of  efficiency  with  which  traffic  is  at  present  handled. 
The  carriers  have  made  great  efforts  to  reduce  the  amount 
of  such  claims,  and  it  is  to  the  interest  of  all  parties,  includ- 
ing the  public,  that  the  shippers  should  cooperate.  It  is  in 
the  belief  that  an  intelligent  understanding  of  the  carriers' 
rules  and  their  importance  will  help  to  further  such  cooper- 
ation that  this  chapter  has  been  written. 


I 


CHAPTER  XXVII 

RECONSIGNMENT  AND  IN-TRANSIT 
PRIVILEGES 

"Special  Services"  in  Railway  Transportation The  rail- 
ways perform  many  services  for  shippers  which  they  did  not 
originally  perform  and  which  are  not  necessarily  a  part  of 
the  work  of  a  common  carrier.  These  services — often  spoken 
of  collectively  as  "special  services" — are  of  great  importance, 
and  for  many  of  them  special  charges  are  made  in  addition 
to  the  regular  tariffs  covering  line  haul.  Among  the  most 
important  of  these  services  are  those  rendered  in  connection 
with  the  privilege  of  reconsigning  or  diverting  freight  while 
in  transit,  and  the  privilege  of  stopping  a  shipment  for  the 
purpose  of  doing  some  work  on  it  at  a  point  lying  between 
the  origin  and  tlie  ultimate  destination.  Both  of  these 
privileges  allow  the  application  of  a  through  rate  from  the 
starting  point  to  the  ultimate  destination,  in  spite  of  the  fact 
that  the  movement  is  interrupted,  cither  l}y  change  in  desti- 
nation or  by  holding  a  shipment  at  some  intermediate  point. 
Both  result  in  greater  elasticity  in  marketing. 

I.  Reconsign'ment  and  Diversion  of  Freight 

Definition. — Strictly  speaking,  "diversion"  means  a  change 
in  the  destination  or  route  originally  named  in  the  bill  of 
lading,  while  "reconsignment"  means  a  change  in  the  con- 
signee. In  practice,  however,  the  two  terms  are  used  inter- 
changeably to  indicate  most  changes  in  the  billing  of  freight 
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and  changes  which  require  an  additional  car  movement,  wheth- 
er the  change  be  in  the  consignee,  the  consignor,  the  desti- 
nation, or  the  route. 

Reasons  for  Reconsignment. — The  shipper's  need  of  the 
"reconsignment"  privilege,  as  it  is  generally  called,  arises 
out  of  market  exigencies,  of  which  there  are  three  chief 
classes : 

1.  In  many  cases  the  nature  of  the  product  is  such  that  it 
must  be  started  rolling  before  it  is  sold,  and  consequently 
before  a  consignee  is  known.  This  situation  exists  with 
many  perishables  and  notably  with  fruit  and  vegetables. 
Thousands  of  cars  of  bananas  are  shipped  north  from  New 
Orleans  each  year  consigned  to  tentative  destinations  and 
subject  to  the  privilege  of  reconsignment  while  in  transit. 

2.  In  some  cases  the  production  process  is  such  that  the 
freight  must  be  shipped  out  at  once  without  waiting  for 
arrangements  with  a  definite  consignee.  This  applies  to 
coal  and  oil. 

3.  Often  markets  are  so  fluctuating  and  uncertain  that  de- 
mand may  change  while  the  goods  are  in  transit,  and  it  be-_ 
comes    commercially   necessary   to   change   the   destination. 
This  applies  to  grain  as  well  as  to  fruits  and  vegetables. 

The  cancellation  factor  may  be  another  reason  for  recon- 
signment. When  an  order  is  canceled  after  the  shipment  has 
been  made  it  sometimes  becomes  necessary  to  reconsign  the 
goods. 

Advantages  of  Reconsignment — Sugar  Shipment. — Several 
illustrations  may  be  given  to  show  the  advantages  of  re- 
consignment and  something  of  how  the  reconsignment 
privilege  works.  It  is  common  to  ship  such  commodities 
as  sugar  and  bananas  from  New  Orleans  with  this  privilege 
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A  carload  of  sugar  may  be  purchased  by  a  Chicago  jobber. 
After  the  car  has  been  shipped,  the  jobber  gets  an  order 
from  a  Detroit  customer  for  a  car  of  sugar.  Accordingly, 
he  requests  the  Illinois  Central  Railway  to  divert  the  car 
from  New  Orleans  at  Cairo,  111.,  taking  care  to  make  the 
request  in  time  to  catch  the  car  before  the  arrival  at  Cairo. 
Under  these  circumstances,  the  entire  transportation  charge 
from  New  Orleans  to  Detroit  is  the  through  rate  via  Cairo,  plus 
a  small  reconsignment  charge.  The  advantage  lies  in  the 
fact  that  the  jobber  does  not  have  to  pay  the  local  rate  from 
New  Orleans  to  Cairo,  plus  the  local  rate  from  Cairo  to 
Detroit,  the  sum  of  which  locals  might  be  considerably  greater 
than  the  through  rate. 

Reconsignment  of  Bananas. — Frequently  cars,  or  even 
trains,  loaded  with  bananas,  are  started  rolling  out  of  New 
Orleans  pending  sale.  They  are  billed  over  some  road  lead- 
ing to  the  North — say  the  Illinois  Central — to  some  point 
lying  between  the  probable  destination  territory  and  New 
Orleans,  with  the  intention  of  diverting  the  shipment  at  that 
point.  Assuming  such  a  train  to  be  en  route,  an  order  may 
be  placed  to  reconsign  one  car  to  Chicago,  this  order  being 
given  before  the  train  gets  into  the  Cairo  yards.  The  charge 
for  such  a  reconsignment  prevailing  among  railways  in  the 
northeastern  part  of  the  country  is  $2.70.  Another  car  may 
be  reconsigned  to  Detroit,  but  the  order  may  not  be  given 
until  after  the  arrival  of  the  train  at  the  Cairo  yards,  in 
which  case  the  charge  will  be  greater — $6.30  under  the  rules 
of  the  northern  carriers. 

Still  another  car  of  bananas  may  be  placed  for  unloading 
in  Cairo,  but  may  be  refused  by  the  local  jobl^er  for  some 
reason.  In  this  case,  it  must  be  reconsigned  to  some  other 
point — perhaps   St.   Louis — and   in   this   case   the   higher  re- 
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consignment  charge  is  made,  and  in  addition  the  car  is 
charged  the  New  Orleans-Cairo  freight  rate,  plus  the  local 
rate  from  Cairo  to  St.  Louis.  The  reason  for  this,  obviously, 
is  the  fact  that  the  carrier  has  been  required  to  go  through 
all  the  operations  of  billing  and  switching,  which  are  involved 
in  making  two  distinct  shipments,  one  from  New  Orleans 
and  another  from  Cairo. 

In  case  one  of  the  cars  is  stopped  at  Cairo  and  is  then 
ordered  on  within  24  hours,  there  is  a  charge  for  stopping, 
plus  the  reconsignment  charge;  but  if  the  order  of  reconsign- 
ment  is  not  made  within  24  hours  the  reconsignment  charge 
will  be  much  larger. 

Reconsignment  of  Eggs. — The  case  of  a  commission  man 
who  shipped  a  car  of  eggs  from  some  point  in  Missouri  will 
illustrate  both  the  nature  of  reconsignment  and  the  rules 
and  charges  which  apply  to  the  privilege.  Originally  the  car 
was  consigned  to  Chicago,  via  St.  Louis,  but  before  the  car 
got  to  St.  Louis,  there  was  a  break  in  the  Chicago  egg 
market  which  made  it  undesirable  to  make  the  delivery  at 
that  point.  Accordingly,  the  shipper  ordered  the  car  stopped 
at  St.  Louis,  his  order  being  made  before  it  arrived  at  the 
St.  Louis  terminal.     For  this  privilege  he  was  charged  $2.70. 

Finding  the  St.  Louis  market  also  "soft,"  he  ordered  his 
car  reconsigned  to  Cleveland.  This  order  was  a  second 
move,  and  the  charge  for  it  depended  on  whether  the  order 
was  given  in  time  to  catch  the  car  before  it  reached  the  St. 
Louis  yards  or  not.  (Clearly,  if  the  car  had  gone  into  the 
yards  it  would  have  required  greater  labor  to  get  it  out  and 
placed  in  the  right  train.)  In  the  one  case  the  additional 
charge  would  be  $2.70;  in  the  other  case  it  would  be  $6.30. 

While  in  transit  from  St.  Louis  to  Cleveland,  the  shipper 
ordered  his  car  stopped  at  Indianapolis  on  information  that 
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he  might  find  a  buyer  there.  As  this  was  a  second  stoppage 
in  transit,  there  was  a  charge  of  $6.30  involved.  As  bad 
luck  would  have  it,  however,  the  car  was  refused  at  Indian- 
apolis, and  the  shipper  was  forced  to  reconsign  it  once  more, 
this  time  to  a  New  York  commission  house.  For  this  final 
move,  our  unfortunate  shipper  had  to  pay  an  additional 
$6.30. 

The  sum  of  the  foregoing  charges  is  either  $18  or 
$21.60,  depending  upon  the  promptness  with  which  the  re- 
consignment  order  was  given  at  St.  Louis.  This  amount  had 
to  be  added  to  the  rate,  to  cover  the  entire  charge  for  rail- 
way service.  The  rate  itself  was  the  sum  of  the  local  rates 
to  and  from  St.  Louis,  plus  the  local  rate  from  Indianapolis 
to  New  York.  If  the  shipper  had  not  stopped  his  car  at 
Indianapolis,  however,  he  would  have  enjoyed  the  through 
rate  from  point  of  origin  to  final  destination.  Moreover,  if 
he  had  not  reconsigned  the  car  at  Indianapolis,  he  would  have 
enjoyed  the  through  rate  from  St.  Louis  to  New  York  instead 
of  the  sum  of  the  rates  from  St.  Louis  to  Indianapolis  and  from 
Indianai>olis  to  New  York. 

The  carriers'  rules  provide  that  if  a  car  is  stopped  short  of 
final  destination  after  one  diversion  or  reconsignment,  the  rate 
will  be  the  sum  of  the  rates  to  and  from  the  point  of  first  diver- 
sion or  reconsignment.  Also,  if  a  subsequent  change  involving 
the  movement  of  the  car  is  made,  it  will  be  treated  as  a  reship- 
ment.  which  means  that  the  change  at  Indianapolis  by  which 
the  car  was  reconsigned  to  New  York  made  the  local  Indian- 
apolis-New York  rate  apply. 

Rules  Governing  Reconsignment. — The  rules  and  charges 
governing  reconsignment  and  diversion,  which  have  been 
partly  illustrated,  are  as  follows :  Reconsignment  is  only  al- 
lowed when  the  car  does  not  break  bulk  at  the  point  where  it 
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is  held  or  diverted,  i.e.,  the  original  billed  destination.  The 
through  rate  via  the  diversion  or  reconsignment  point,  which 
is  in  effect  when  the  goods  are  shipped,  will  apply — unless 
there  is  some  stoppage  after  one  diversion  or  reconsignment, 
as  already  described.  In  Official  Classification  Territory  the 
charge  for  reconsigning  when  the  order  is  received  prior  to 
the  arrival  of  the  car  in  the  terminal  yard  is  $2.70,  or  if  after 
arrival,  $6.30.  The  charges  are  somewhat  lower  in  the  other 
territories.  There  are  also  charges  for  stopping  the  car  for 
orders,  which  are  larger  in  case  the  request  is  not  made 
before  arrival  at  the  billed  destination. 

It  is  to  be  remembered  that  demurrage  and  track  storage 
charges  are  in  addition  to  reconsignment  charges,  and  that, 
when  cars  are  held  for  reconsignment,  demurrage  charges 
begin  to  run  after  only  24  hours'  free  time. 

Number  of  Free  Reconsignments  Allowed, — The  carriers 
have  maintained  that  in  case  of  most  commodities  only  one 
change  in  destination  should  be  allowed  on  the  through  rate, 
but  the  tendency  now  is  to  permit  a  larger  number  of  recon- 
signments, merely  making  an  increased  charge  for  more  than 
one  change  of  this  sort.  The  situation  existing  in  1920  is 
illustrated  by  the  case  of  a  Kansas  City  luml^er  company 
which  shipped  a  carload  from  Stephens,  Ark.,  to  Jonesboro, 
Ark.,  reconsigned  to  Dupo,  111.,  and  again  reconsigned  to 
Greensburg,  Ind.  There  was  a  joint  through  rate  (that  is,  a 
single  through  rate  made  jointly  by  two  participating  rail- 
ways) in  effect  from  Stephens  to  Greensburg,  but  the  carrier's 
tariff  permitted  only  one  change  in  destination  at  that  rate, 
providing  that  in  case  of  a  "subsequent  change  necessitating 
movement  of  the  car  the  shipment  will  be  treated  as  a  re- 
shipment  from  point  of  re  forwarding  and  will  l^e  charged 
the  tariff  rate  therefrom  plus  $5  per  car."  This  rule  was 
upheld  by  the  Commission,  and  accordingly  the  shipper  had 
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to  pay  the  local  rates  to  and  from  Dupo,  plus  a  reconsignment 
charge  of  $5  at  Jonesboro  and  an  equal  charge  at  Dupo. 

Rules  for  the  Shipper. — Shippers  should  recognize  that  the 
reconsignment  privilege  involves  a  special  service  and  en- 
deavor to  cooperate  fully  in  facilitating  the  prompt  and  ef- 
ficient performance  of  that  service.  Among  the  rules  to  l>e 
observed  are  the  following :  Requests  for  reconsignment  must 
be  made  or  confirmed  in  writing.  They  should  generally  be 
filed  with  the  agent  at  the  point  of  origin,  but,  depending 
upon  the  line  having  the  car,  may  be  filed  with  the  general 
freight  agent,  traffic  manager,  or  superintendent  of  car  service, 
or  with  the  agent  at  destination.  Such  requests  should 
adequately  describe  the  shipment  (giving  date,  origin  and 
destination,  consignor  and  consignee,  car  initials  and  number 
and  route)  and  should  clearly  state  the  change  in  billing  to 
be  made.  Prompt  action  is  often  required  to  catch  the  car 
before  it  passes  the  junction  point  at  which  the  diversion 
should  be  effected. 

The  original  bill  of  lading  should  be  surrendered  when  a 
reconsignment  is  made.  If  that  is  not  practicable,  the  pro- 
cedure depends  upon  the  kind  of  bill  of  lading.  If  it  is  a 
straight  bill  of  lading,  it  is  only  necessary  to  establish  owner- 
ship; but  in  case  of  "order"  bills  of  lading,  the  one  seekir.g 
reconsignment  must  give  a  bond  of  indemnity  or  other  ap- 
proved security  at  the  time  of  the  reconsignment  order. 

There  has  generally  been  a  charge  made  of  $1  per  car  for 
making  a  change  in  the  name  of  the  consignor,  but  no  charge 
is  made  for  a  single  change  of  that  sort  if  the  order  is  re- 
ceived before  the  car  leaves  the  initial  billing  point  and 
involves  no  extra  movement.  This  rule  has  caused  dissatis- 
faction, especially  in  the  South,  and  the  Interstate  Commerce 
Commission  has  recommended  that  there  be  one  free  recon- 
bignment  while  the  car  is  en  route  or  within  24  hours  after 
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arrival  at  the  original  billed  destination;  also,  that  there  be 
no  charge  for  stopping  a  car  on  account  of  official  inspection 
of  fruits  and  vegetables  if  disposition  of  the  car  is  made  with- 
in 24  hours. 

Reconsignment  Involving  Back  Haul. — Sometimes  it  is 
necessary  to  reconsign  a  shipment  to  a  point  which  involves 
a  back  haul  or  a  haul  which  is  "out  of  line."  Such  a  move- 
ment is  plainly  uneconomical,  and  the  carriers  have  desired 
to  make  a  special  charge  for  it.  The  Interstate  Commerce 
Commission  has  ruled,  however,  that  there  is  no  reason  why 
a  reconsignment  involving  back  haul  should  be  distinguished 
from  other  reconsignments  aside  from  making  the  regular 
additional  charges  for  the  out-of-line  haul.^ 

Reconsignment  after  Receipt  of  Cars  at  Terminal  Yards. 
— A  point  concerning  which  there  has  been  considerable  dis- 
pute between  the  shipper  and  carrier  concerns  the  question 
of  what  constitutes  placement  of  cars  for  unloading,  and  this 
question  is  generally  combined  with  one  concerning  switching 
limits.  For  example,  a  coal  dealer  had  been  having  cars 
switched  to  one  of  his  coal  yards  in  a  certain  city  where  the 
railway  yard  master  would  instruct  the  switch-train  master 
at  what  points  the  different  cars  should  be  delivered.  The 
carrier's  rule  concerning  diversion  or  reconsignment  to  points 
within  switching  limits  before  placement,  provided  that  a 
single  change  in  the  consignee's  place  of  delivery  at  destina- 
tion would  be  allowed  without  charge  if  the  order  were  re- 
ceived in  time  to  permit  instructions  to  the  yard  employees 
prior  to  the  arrival  of  the  car;  but  that  otherwise  a  charge 
would  be  made  which  would  increase  within  24  hours  after 
arrival.  The  coal  company  contended  that  the  charges  were 
unreasonable  as  the  movement  of  the  cars  occurred  before 

161  I.   C.  C.   38s   (1921). 
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placement  for  unloading  and  was  within  switching  limits.  The 
Commission  agreed  that  since  the  cars  were  not  "placed,"  the 
movement  was  not  covered  by  the  company's  switching  tariffs, 
but  held  that  it  must  be  deemed  a  reconsignment  service  and 
that  the  company's  rules  were  reasonable.^ 

In  another  case,-*^  the  Commission  ruled  that  when  re- 
quested in  writing  by  persons  properly  authorized,  agents  at 
a  first  billed  destination  will  hold  cars  for  the  named  con- 
signee and  notify  such  consignee  at  his  post-office  address, 
and  that  on  such  cars,  if  subsequently  reconsigned,  the  through 
rate  from  the  original  shipping  point  to  the  final  destination, 
would  apply,  plus  a  reconsignment  charge.  In  this  case,  the 
cars  were  placed  on  delivery  tracks  at  the  originally  billed  desti- 
nation. This,  however,  was  held  not  to  constitute  "delivery"; 
and  since  the  points  in  question  had  been  commonly  recognized 
as  "hold  points,"  from  which  reconsignment  would  ordinarily 
be  made,  the  Commission  concluded  that  the  practice  was 
desirable  in  this  case.  The  final  destination  to  which  the 
cars  would  be  consigned  was  outside  of  the  switching  limits 
at  the  hold  points. 

This  case  suggests  the  fact  that  a  large  part  of  the  recon- 
signment or  diversion  of  freight  in  practice  is  confined  to 
relatively  few  "gateways,"  such  as  the  Ohio  River  Crossings, 
the  Virginia  Cities,  and  gateways  into  New  England.  At 
such  points  storage  yards  are  established,  sometimes  especially 
for  the  purpose  of  holding  cars  pending  reconsignment. 

Another  point  to  be  noted  is  that  from  the  railway's  point 
of  view  the  increased  reconsignment  charge  made  after  a  car 
has  been  held  over  24  hours,  is  partly  a  penalty  made  with  the 
idea  of  forcing  the  movement  of  equipment.  This  penalty 
has  been  upheld  by  the  Commission-*  on  the  ground  that  cars 

»6o  I.  C.  C.  217  (1921). 
*S9  I.  C.  C.  77  (19^0). 
*47    I.   C.   C.   631    (1917). 
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held  for  orders  are  in  the  carrier's  yards  and  thus  may  in- 
crease congestion  seriously. 

Small  Changes  in  Billing. — It  will  be  helpful  to  keep  in 
mind  always  that  the  reconsignment  charge  is  based  on  ser- 
vice performed,  and  is  justified  because  the  carrier  is  put  to 
extra  trouble,  chiefly  in  the  way  of  car  movement,  tracing,  and 
billing.  When,  however,  some  small  change  in  a  billing  is 
made  which  involves  practically  no  trouble  to  the  carrier, 
especially  if  it  is  unavoidable,  no  charge  is  justified.  It  would 
seem  just  that  no  charge  should  be  made  in  such  cases  as  the 
following:  A  car  is  placed  for  delivery  at  destination  and  an 
order  is  given  to  deliver  its  contents  to  another  consignee, 
which  order  is  accepted  by  the  carrier's  agent,  there  being  no 
change  in  billing  nor  any  additional  car  movement ;  or  a  change 
in  route,  consignee,  or  destination,  or  all  of  these  matters,  is 
necessitated  by  an  embargo  laid  after  the  shipment  originated. 
If  any  charge  is  made  for  a  mere  change  in  name  of  con- 
signor or  consignee  or  in  routing  which  does  not  involve 
additional  car  movement,  it  should  be  little  more  than  nominal. 

Carrier's  Obligation. — While  diversion  and  reconsignment 
constitute  a  special  service  which  a  carrier  apparently  need 
not  initiate,  it  is  true  that  once  the  service  has  been  extended, 
it  may  be  demanded  by  the  shipper.  Once  having  been 
initiated,  the  carriers  are  required  to  publish  the  existence  of 
the  privilege  together  with  their  rules  and  charges.  This  is 
obviously  wise,  since  it  tends  to  prevent  the  discrimination 
that  might  arise  were  reconsignment  privileges  extended  to 
some  and  not  to  others,  or  if  the  requirements  and  charges 
were  not  equal  to  all. 

In  keeping  with  the  special  character  of  the  reconsignment 
privilege  is  the  fact  that  the  liability  of  the  common  carrier 
does  not  apply  in  full  to  it.     The  law  is  that  the  carrier  must 
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use  due  diligence  in  endeavoring  to  carry  out  the  instructions 
of  a  shipper  with  reference  to  reconsignment  by  locating  a 
car  in  transit  and  by  prompt  action  on  request.  But  if  due 
or  reasonable  diligence  has  been  used,  the  shipper  has  no  re- 
course in  case  his  orders  concerning  reconsignment  are  not 
carried  out.  The  carrier  is  not  liable  for  failure  if  it  has  l)een 
reasonably  diligent. 

Lack  of  Uniformity. — Lack  of  uniformity  in  diversion  and 
reconsignment  rules  has  been  a  problem.  The  Interstate 
Conuuerce  Commission  has  been  working  toward  the  goal  of 
uniformity,  and  during  the  last  two  or  three  years  has  held 
several  conferences.  It  appears  that  the  Southeastern  roads 
are  most  liberal,  since  they  have  allowed  an  unlimited  number 
of  reconsignments  without  extra  charge.  The  charges  made 
by  the  Western  roads  are  also  generally  less  than  those  in 
Official  Classification  Territory.  On  the  whole,  there  appears 
no  good  reason  why  practical  uniformity  in  diversion  and 
reconsignment  practice  should  not  exist. 

2.  The  In-Transit  Privilege 

Definition, — The  in-transit  privilege  is  the  right  to  stop  a 
shipment  while  in  transit  without  losing  the  benefit  of  the 
through  rate  which  is  in  force  at  the  time  the  shipment  is 
made.  The  original  and  tyi)ical  case  is  that  of  a  shipment  of 
raw  material  made  to  some  point  where  it  is  worked  up. 
whereupon  it  is  moved  on  to  some  final  destination  point  as 
a  finished  product,  the  whole  movement  l^eing  made  on  the 
basis  of  a  single  through  rate.  Usually  the  in-transit  privilege, 
when  given  to  such  shipments,  is  limited  to  commodities  which 
l)ear  similar  rates  in  the  raw  and  finished  form,  as  for  example, 
grain  and  flour.  The  theory  of  this  privilege  is  that  the 
shipment    to    the    intermediate    point    does   not    complete    the 
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obligations  of  the  carrier  under  the  transportation  contract, 
and  that  the  movement  from  point  of  origin  to  final  desti- 
nation constitutes  a  single  shipment. 

Purposes    and    Results    of    the    In-Transit    Privilege. — 

The  chief  purpose  of  the  in-transit  privilege  is  to  equalize 
different  communities.  Thus,  there  are  many  flour  milling 
centers  both  in  the  East  and  in  the  West.  Points  like  Minne- 
apolis, Omaha,  and  Chicago  are  either  adjacent  to  wheat-pro- 
ducing areas,  or  are  points  where  rates  "break,"  that  is,  where 
through  rates  generally  begin  and  end.  For  these  reasons,  such 
points  without  the  milling-in-transit  privilege  would  have 
a  double  advantage  as  milling  centers,  in  that  they  could 
secure  wheat  with  a  short  haul  and  ship  out  flour  on  a  through 
rate.  If  a  miller  were  located  in  some  intermediate  western 
town  where  the  local  rates  in  and  out  were,  taken  together, 
higher  than  the  through  rates  enjoyed  by  the  foregoing  points, 
he  would  be  limited  to  a  narrow  local  market.  Or  if  an  eastern 
miller  had  to  pay  the  local  rate  on  wheat  from  some  western 
point,  plus  the  local  rate  on  flour  to  the  eastern  consuming 
point,  he  would  be  at  a  disadvantage  in  comparison  with  a 
a  western  miller  at  the  points  mentioned  who  could  ship  flour 
into  the  eastern  territory  on  a  through  rate.  By  making  a 
single  through  rate  on  grain  and  grain  products,  however, 
under  the  milling-in-transit  privilege,  the  stream  of  grain 
and  flour  can  flow  from  western  farms  to  eastern  and  foreign 
points  of  consumption  on  substantially  equal  terms,  regardless 
of  where  the  flour  is  milled. 

The  result  is  undoubtedly  a  diffusion  of  business.  Since 
the  application  of  through  rates  is  extended  the  consumer  is 
given  the  benefit  of  lower  transportation  costs  as  well  as  wider 
competition.  In  general,  therefore,  we  may  conclude  that  in- 
transit  privileges  are  beneficial. 

Like     most     useful     arrangements,     however,     in-transit 
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privileges  may  be  abused  and  may  easily  result  in  discrimi- 
nation. They  afford  abundant  opportunity  for  fraud  through 
substitution  of  tonnage,  and  require  vigilant  "policing"  by 
the  carriers  to  prevent  shippers  from  receiving  the  relatively 
low  through  rates  on  shipments  into  the  intermediate  points 
even  when  such  shipments  are  not  made  with  the  intention  of 
reworking  and  forwarding  them,  or  in  shipments  made  out 
of  the  intermediate  point  which  have  no  relation  to  the  goods 
shipped  in.^ 

Kinds  of  In-Transit  Privilege. — The  nature  and  importance 
of  in-transit  privileges  may  best  be  illustrated  by  a  list  of  the 
chief  cases  in  which  the  privilege  is  given: 

1.  Milling  in-transit    (Grain) 

2.  RcfniinR  in-transit   (Oils) 

3.  Fabrication  in-transit   (Iron  and  steel) — covers  cutting,  drilling,  rivet- 

ing, painting,  etc. 

4.  Sawing,  dressing,  or  milling  in-transit  (Logs  and  lumber) 

5.  Finishing  in-transit  (Granite  and  marble,  wooden  handles,  etc.) 

6.  Creosoting  in-transit   (Lumber) 

7.  Compression  in-transit   (Cotton,  hay,  and  straw) 

8.  Sacking  or  barreling  in-transit   (Dried  beans  and  peas;  oils) 

9.  Mixing  and   blending  in-transit    (Molasses  and   syrup,   vegetable   oils, 

grain  products) 

10.  Concentration    in-transit     (Eggs,    dairy    products,    cotton — shipped    to 

primary  market  and  there  concentrated    for   shipment  to  consuming 
centers) 

11.  Inspection  and  grading  in-transit  (Hay,  grain,  beans  and  peas,  wool) 

12.  Grazing,    feeding,   or   watering   in-transit    (Livestock) 

13.  Icing  in-transit    (\'arious  perishables) 

14.  Storage  in-transit    (Agricultural  implements,  apples) 

The  foregoing  list  does  not  exhaust  the  cases,  but  serves 
to  illustrate  practically  every  phase  of  the  in-transit  service. 
It  is  interesting  to  note  that  this  service  covers  a  wide  range 
of  in-transit  operations,  extending  from  those  which  involve 
a  great  change  in  the   form  of  the  product  to  those  which 

'See    18  I.   C.   C.   280;   32   L   C.   C.   319. 
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have  no  manufacturing  significance  but  are  purely  commercial. 
The  range  of  commodities  which  enjoy  the  privilege  extends 
from  eggs  and  cattle  to  steel  and  granite. 

Charges  and  Rules. — Charges  for  the  in-transit  privilege 
vary  according  to  the  section  of  the  country  and  the  nature 
of  the  service  performed.  Sometimes  the  in-transit  rate  is 
indicated  by  merely  refunding  a  part  of  the  local  rate  origin- 
ally paid  on  the  raw  material  to  the  transit  point.  Sometimes 
the  whole  rate  into  the  transit  point  is  refunded  when  the 
out-shipment  is  made  and  a  through  rate  is  charged  on  the 
finished  product  as  though  it  had  been  shipped  from  the  origin 
of  the  raw  material.  Sometimes,  again,  a  through  rate  is  given 
which  is  somewhat  lower  than  the  sum  of  the  locals  into  and 
out  of  the  transit  point.  Another  arrangement  is  to  make  a 
low  through  rate,  and  in  addition,  to  collect  a  stop-off  charge. 
Whatever  the  method,  the  arrangement  approximates  the 
granting  of  a  relatively  low  through  rate  for  what  is  in  many 
respects  two  local  shipments. 

In  order  to  safeguard  the  privilege  thus  given,  the  carriers 
require  that  complete  and  accurate  records  must  be  kept  of 
the  shipments  into  and  out  of  the  transit  point,  and  that  such 
records  must  be  subject  to  inspection.  Inbound  freight  bills 
must  be  surrendered  sufficient  to  cover  outbound  tonnage, 
allowing  for  any  tonnage  otherwise  disposed  of.  Loss  and 
shrinkage  at  the  transit  point  are  allowed  for,  and  this  item 
in  some  operations  is  considerable.  In  some  cases,  however, 
rigid  policing  rules  have  not  been  adopted  and  enforced,  re- 
quiring the  surrender  and  cancellation  of  inbound  expense 
bills.  The  Commission  not  long  ago  found  that  grain  could 
be  shipped  from  Minneapolis  without  surrender  of  expense 
bills,  thus  causing  a  surplus  of  bills  in  excess  of  grain  on 
hand.®     The  excess  of  expense  bills  made  it  possible  to  ship 


8  68  I.   C.   C.   665-675    (1922). 
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out  under  the  in-transit  rate  grain  products  which  had  not 
come  in  under  in-transit  arrangements. 

The  railways  also  make  some  requirements  concerning  the 
relation  between  the  kind  of  commodity  shipped  in  and  that 
shipped  out  of  the  transit  point.  They  must  usually  be  of 
the  same  kind,  allowing  for  some  differences  caused  by  blend- 
ing, etc. ;  but  reasonable  latitude  is  allowed  in  that  the  through 
rate  is  not  limited  to  the  identical  material.  Wheat  cannot 
be  shipped  in  and  corn  meal  out  under  the  through  rate,  but 
the  flour  which  moves  under  the  milling  in-transit  privilege 
need  not  be  the  product  of  any  particular  lot  of  wheat. 

There  is  generally  a  maximum  time  limit  on  the  holding 
of  goods  at  the  transit  point  which  is  usually  one  year. 

Duty  of  Carriers  to  Give  In-Transit  Privilege. — Although 
the  carriers  apparently  need  not  grant  the  transit  privilege 
unless  ordered  to  do  so  by  the  Interstate  Commerce  Com- 
mission, this  privilege  is  probably  to  be  regarded  as  more 
closely  associated  with  the  function  of  common  carrier  than 
is  the  privilege  of  reconsignment.  It  is  in  keeping  with  this 
fact  that  not  only  do  the  railways  regard  it  with  more  favor, 
but  that  it  is  well  established  that  the  Interstate  Commerce 
Commission  can  require  the  granting  of  the  in-transit 
privilege  wherever  in  its  judgment  this  is  warranted.  This 
must  be  for  some  good  reason,  as  the  existence  of  competition 
or  some  special  need.  The  Commission  has  said,  "The  gen- 
eral policy  of  the  Commission  is  not  to.  require  the  establish- 
ment or  extension  of  transit  except  where  necessary  to  remove 
discrimination."^ 


'  10  I.   C.   C.    193;   see  also,   16  I.   C.   C.   233. 


CHAPTER  XXVIII 

DEMURRAGE  AND  STORAGE 

Relation  of  Storage  to  Transportation. — The  function  of 
railways  is  to  move  goods.  While  a  certain  amount  of  delay 
is  necessary  at  terminals,  it  is  not  the  business  of  carriers  to 
store  the  freight  which  they  transport.  Rates  are  based  upon 
transportation  service  and  cover  such  service  only,  including 
the  operations  which  are  necessarily  involved  in  the  movement. 
It  follows  that  reasonable  charges,  in  addition  to  rates,  may 
be  collected  for  storage  at  terminals. 

Demurrage. — Such  storage  charges  are  of  two  sorts.  First 
there  are  "demurrage  charges"  proper,  which  primarily  con- 
cern the  use  of  freight-cars.  They  are  collected  for  the  deten- 
tion of  cars  beyond  a  certain  maximum  period  of  "free  time," 
and  their  purpose  is  chiefly  to  insure  the  greatest  use  of  equip- 
ment by  penalizing  shippers  for  unreasonable  delay  in  loading 
or  unloading.  They  are  charges  which  are  avowedly  more  than 
a  fair  rental  for  the  car,  and  are  designed  to  be  high  enough  to 
force  its  prompt  release. 

Track  Storage  Charge. — In  addition  to  demurrage  charges, 
there  are  charges  for  "track  storage"  and  for  storage  of  freight 
unloaded  and  held  on  railway  premises.  Track  storage  is  a 
charge  in  addition  to  regular  demurrage,  which  is  assessed  at 
some  points  where  freight  yards  are  congested,  the  idea  being 
that  the  trackage  occupied  by  the  cars  has  a  special  value  and  an 
extra  charge  is  required  to  insure  prompt  release  of  equipment. 
This  charge  may  be  regarded  as  a  form  of  demurrage.  Several 
railways  have  team  tracks  on  the  Island  of  Manhattan  where 
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they  deliver  carload  freight.  Since  the  value  of  land  in  such  a 
location  is  very  great,  it  is  desirable  to  compel  shippers  to 
unload  as  quickly  as  possible,  and  a  track  storage  charge  is 
made  amounting  to  $1  per  car  for  the  first  day  after  48  hours 
and  $2  for  each  succeeding  day. 

General  Storage  Charge.— After  freight  is  removed  from 
cars  and  the  period  of  free  time  has  expired,  general  storage 
charges  begin  to  run.  These  are  collected  for  the  purpose  of 
reducing  congestion  at  terminals.  The  carriers  are  not  ware- 
housemen, and,  after  free  time  has  expired,  they  may  even 
transfer  the  freight  left  at  terminals  to  private  warehouses, 
when  the  shipper  or  consignee  would  have  to  pay  the  regular 
charges  for  such  service.  When  carload  freight  is  unloaded 
by  the  carrier  on  railway  premises  for  the  purpose  of  releasing 
equipment,  the  storage  charge  is  the  same  as  would  have  ac- 
crued under  car  demurrage  and  track  storage  rules  had  the 
freight  remained  in  the  car.  If  the  unloading  is  done  by  or  at 
the  request  of  the  consignee  or  consignor,  the  storage  charges 
may  not  exceed  the  same  amount. 

Special  demurrage  and  track  storage  charges  may  Ik-  col- 
lected on  explosives  and  other  dangerous  articles,  which  is 
logical  in  view  of  the  greater  risk  involved  in  handling  such 
goods  at  the  terminals. 

Reciprocal  Demurrage.— In  the  early  part  of  the  twentieth 
century  we  heard  a  great  deal  about  "reciprocal  demurrage." 
At  that  time  there  was  much  complaint  of  car  shortage  and  a 
number  of  states  enacted  laws  designed  to  compel  carriers  to 
pay  shippers  when  they  were  unable  to  furnish  cars  within 
a  certain  period  after  receiving  requests.  Such  laws  are  of 
doubtful  expediency,  and  the  Supreme  Court  has  largelv  nul- 
lified their  effect  by  deciding  that  the  states  cannot  regulate 
delivery  of  cars  in  interstate  commerce.^ 

"  226  V.  S.  J46. 
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Importance  of  Demurrage  Charges. — In  view  of  the  vital 
importance  of  reducing  congestion  of  terminals  and  speeding 
up  the  movement  of  freight-cars,  the  importance  of  demur- 
rage charges  is  apparent.  It  has  been  estimated  that  on  a  loo- 
mile  haul,  when  a  consignee  takes  four  days  to  unload  a  car, 
about  two  and  one-half  times  as  many  cars  are  required  to  trans- 
port the  same  amount  of  goods  as  when  the  consignee  only 
holds  the  car  six  hours.  One  of  the  chief  causes  of  car  short- 
age is  delay  in  loading  and  unloading  at  terminals,  and,  to  the 
extent  that  demurrage  and  track  storage  charges  can  reduce 
this  delay,  they  are  among  the  most  important  devices  for  im- 
proving the  transportation  service.  Not  only  this,  but  by 
enabling  the  carriers  to  perform  their  service  with  a  smaller 
number  of  cars,  they  minimize  the  amount  of  capital  tied  up 
in  excess  equipment,  thus  reducing  maintenance,  depreciation, 
and  interest  charges. 

It  is  all  too  common  for  certain  classes  of  business  men 
to  use  railway  equipment  in  lieu  of  warehouses.  This  is 
especially  true  among  speculative  dealers  when  prices  are  high 
or  rising.  A  railway  official  states  that  shippers  use  railway 
equipment  even  for  interior  plant  hauling,  such  as  the  transfer 
of  steel  billets  from  furnaces  to  wire  mills  and  also  for  haul- 
ing cinders,  slag,  etc.  It  is  obvious  that  $2  a  day,  which  is 
the  initial  demurrage  charge,  is,  in  many  cases,  a  very  cheap 
storage  charge  and  consequently  does  not  entirely  prevent 
abuses  of  railway  equipment. 

It  is  probable  that  the  most  numerous  complaints  received 
by  the  Interstate  Commerce  Commission  concerning  railway 
charges  are  those  involving  demurrage.  This  no  doubt  arises 
from  the  fact  that  business  men  do  not  fully  understand  the 
purpose  and  function  of  demurrage  charges,  nor  the  impor- 
tance of  promptly  releasing  railway  equipment.  In  addition 
to  the  preceding  general  discussions  of  demurrage  and  storage, 
therefore,  it  will  be  well  to  consider  the  chief  regulations  which 
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the  carriers  enforce  with  the  approval  of  the  Interstate  Com- 
merce Commission. 

Demurrage  Rules. — The  rules  concerning  demurrage  and 
storage  charges  are  those  adopted  by  the  American  Railway 
Association  by  agreement  with  the  National  Industrial  Traffic 
League  and  approved  by  the  Interstate  Commerce  Commission. 
They  are  known  as  the  "National  Car  Demurrage  Rules."  ^ 
Prior  to  1909  there  was  great  diversity  in  demurrage  rules  in 
force  in  different  parts  of  the  country,  but  in  that  year  the 
National  Association  of  Railway  Commissioners,  with  the  ap- 
proval of  the  Interstate  Commerce  Commission,  acted  to  bring 
about  uniformity.  At  the  present  time,  therefore,  demurrage 
rules  are  practically  uniform  and  apply  to  all  interstate  and  to 
most  intrastate  shipments. 

The  Interstate  Commerce  Commission  has  ruled  that  de- 
murrage charges  are  a  part  of  the  terminal  charges  and  that 
they  must  be  filed  just  as  tariffs  are.  Accordingly,  they  must 
be  strictly  observed  and  be  collected  even  when  the  delays  are 
due  to  conditions  beyond  the  control  of  the  carrier.  If,  for 
example,  carloads  of  coal  are  held  at  a  port  awaiting  a  ship 
which  is  delayed  by  storms,  demurrage  cannot  be  waived, 
even  if  the  carrier  should  desire  to  do  so. 

Some  of  the  chief  rules  governing  demurrage  are  as  fol- 
lows :  The  carrier  is  obligated  to  give  written  notice  of  the  ar- 
rival to  the  consignee  within  24  hours  after  the  arrival  of  the 
car  and  the  bill  of  lading,  this  notice  to  contain  the  car  number 
and  initials,  and  a  statement  of  contents  and  shipping  point. 
Moreover,  the  carrier  must  give  notice  of  the  placement  of  the 
car  in  case  it  is  not  actually  spotted  on  a  public  delivery  track 
within  24  hours  after  the  notice  of  arrival  is  sent  or  given. 
This   is  important   for  the  reason  that  under  the  conditions 


'  Published  by   American  Railway  Association   Tariff   Bureau;   B.   T.   Jones,   Agent, 
Chicago,   ni. 
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mentioned  the  limited  "free  time"  begins  to  run  after  notice  of 
placement. 

Free  Time. — Forty-eight  hours  of  free  time  are  allowed 
for  loading  or  unloading  cars.  Free  time  is  counted  from  7 
A.M.  of  the  first  morning  after  a  car  has  been  placed  for  loading 
or  unloading.  "Loading,"  it  should  be  noted,  includes  furnish- 
ing forwarding  directions  on  outbound  cars,  and  a  car  for 
loading  is  not  released  until  proper  billing  has  been  furnished. 
"Placement"  may  be  actual  or  "constructive."  For  example, 
if  a  car  cannot  be  actually  placed  as  required — perhaps  be- 
cause the  tracks  are  fully  occupied — the  consignee  or  shipper 
may  be  notified  and  the  car  be  held  on  his  order,  which  con- 
stitutes constructive  placement. 

Demurrage  Rates. — After  the  expiration  of  48  hours  of 
free  time,  demurrage  charges  are  collected  on  each  car  for 
each  day  or  fraction  thereof,  until  the  car  is  released.  These 
charges  have  been  $2  per  car  for  each  of  the  first  four  days  in 
excess  of  free  time,  and  $5  for  each  day  above  four  days.  Vari- 
ous other  arrangements  for  charging  have  been  proposed  or 
tried,  and  it  is  probable  that  more  elasticity  would  be  desirable 
both  in  the  way  of  having  heavier  charges  in  seasons  of  car 
shortage  and  adopting  progressively  graduated  charges  for 
periods  over  four  days. 

There  are  several  exceptions  to  the  foregoing  rules.  In 
the  first  place,  the  demurrage  charges  do  not  apply  to  certain 
classes  of  cars  or  commodities,  among  which  are  stock  cars, 
empty  cars  placed  for  loading  coal  at  coal  mines,  and  private 
cars  on  private  tracks  if  owner  is  same.  In  these  cases,  either 
holding  the  freight  is  impossible  or  the  delay  is  a  matter  of  W) 
direct  concern  to  the  railways  or  the  public. 

Another  exception  exists   in  the  case  of  certain  kinds  of 
weatJicr  interference.      When   the   condition   of   the   weather 


Ch.  28)  DEMURRAGE  AND  STORAGE  481 

during  any  part  of  the  free  time  is  such  as  to  make  it  im- 
possible for  men  or  teams  to  work  at  loading  or  unloading 
cars  without  serious  injury  to  the  freight,  free  time  is  ex- 
tended until  a  total  of  48  hours  free  from  such  weather  inter- 
ference shall  have  been  allowed.  This  rule  would  apply  to  the 
loading  or  unloading  of  lime  during  a  driving  rain,  or  to  cases 
in  which  high  water  or  snowdrifts  make  it  impossible  to  get 
to  the  car.  Also  when  the  freight  is  so  frozen  as  to  require 
thawing  out  before  unloading,  the  period  of  free  time  is 
extended. 

The  "Bunching  Rule." — Still  another  exception  is  made  by 
the  so-called  "hiinchiny  rule."  When  as  the  result  of  an  act 
of  the  carrier,  cars  are  bunched  and  delivered  in  accumulated 
numbers  in  excess  of  daily  shipments,  the  consignee  is  given 
such  free  time  as  he  would  have  been  entitled  to  had  the  cars 
been  delivered  in  accordance  with  the  daily  rate  of  shipment. 
For  example,  if  a  shipper  is  receiving  regularly  material  in 
carloads  and  three  cars  are  shipped  on  three  successive  days,  he 
would  usually  also  have  them  placed  on  his  siding  sometime 
later  on  three  successive  days.  Now,  if  the  cars  are  all  delivered 
to  him  on  a  single  day  in  a  bunch,  he  can  hardly  be  expected  to 
unload  them  with  the  same  dispatch  that  he  would  have  un- 
loaded a  single  car.  In  fact,  he  really  has  three  times  48 
hours  (or  144  hours)  of  free  time  due  him,  and  this  amount 
of  time  is  assured  under  the  bunching  rule.  But  if  one  car  is 
released  in  less  than  48  hours,  his  free  time  on  the  next  car 
begins  with  7  a.m.  of  the  day  following. 

Average  Demurrage  Agreements. — It  remains  to  descril^e 
briefly  the  "average  agreement,"  which  is  a  matter  of  much 
importance  to  large  shippers.  When  a  firm  is  regularly 
receiving  or  delivering  cars  of  freight,  it  may  enter  into  an 
agreement  with  a  railway  to  settle  demurrage  charges  on  all 
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its  cars  at  the  end  of  each  month  and  to  receive  certain  credits 
for  the  prompt  release  of  cars.  This  constitutes  a  pooHng  of 
the  firm's  free  time.  Rule  9  of  the  National  Car  Demurrage 
Rules  provides  that  if  agreed  the  demurrage  "shall  be  com- 
puted on  the  basis  of  the  average  time  of  detention  to  all 
such  cars  released  during  each  calendar  month.-*  One  credit 
is  given  for  each  car  released  within  the  first  24  hours  of 
free  time,  and  one  debit  is  charged  for  each  day  a  car  is 
held  over  48  hours  up  to  four  days.  When  a  car  has  been 
charged  with  four  debits,  there  will  be  an  extra  charge  of  $5 
per  car  per  day,  including  Sundays  and  holidays.  At  the  end 
of  the  month  the  total  credits  are  deducted  from  the  total 
debits,  and  $2  per  debit  is  charged  for  the  balance.  Credits 
do  not  carry  over  into  succeeding  months,  nor  do  credits 
earned  on  unloading  cars  apply  to  loading  debits,  or  vice 
versa. 

The  Commission  has  ruled  that  no  average  agreement 
under  the  uniform  demurrage  rules  may  combine  in  one 
account  cars  of  more  than  one  consignee  and  that  this  rule 
may  not  be  defeated  by  making  an  agreement  through  any 
common  drayman  or  public  elevator.  When,  however,  a 
storage  warehouse  company  is  specifically  designated  as  con- 
signee and  is  responsible  for  the  unloading  and  detention  of 
the  cars,  it  may  be  a  party  to  an  average  agreement  even 
though  it  receives  carloads  of  miscellaneous  freight  owned 
by  others.^ 

It  may  be  noted  that  the  average  agreement  does  not 
apply  in  the  case  of  cars  held  for  reconsignment,  nor  on  cars 
subject  to  the  bunching  rule."* 


"  See  I.   C.   C.   Conference  Rulings   409,  463,  497. 

*  Except  where  bunching  is  caused  by  strike  of  carrier's  employees  or  where  ship- 
ments of  coal  are  withheld  by  the  carrier  to  protect  its  fuel  supply  and  are  subsequently 
delivered   in   accumulated   numbers. 
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Advantage  of  the  Average  Agreement. — Undoubtedly,  the 
average  agreement  gives  certain  advantages  to  the  larger 
shippers.  A  company  which  has  a  considerable  volume  of 
carload  business  during  the  course  of  a  month  may  appreci- 
ably reduce  its  demurrage  charges  through  credits  received  on 
cars  which  are  released  promptly.  Some  have  thought  this 
advantage  amounts  to  a  discrimination  against  small  shippers. 
Certainly,  the  average  agreement  complicates  the  handling 
of  demurrage  accounts.  Many  railway  men  are  inclined  to 
think  that  the  arrangement  should  be  abolished,  and  it  must 
be  admitted  that  the  argument  for  it  is  not  strong.  If  the  de- 
murrage idea  is  correct  and  it  is  desirable  to  penalize  all  cases  in 
which  equipment  is  held  beyond  -l8  hours,  it  does  not  seem 
logical  to  introduce  an  arrangement  by  which  the  penalty 
can  be  softened. 


CHAPTER  XXIX 

SOME  TERMINAL  TRAFFIC  FACILITIES 
AND  PROBLEMS 

Importance  of  Terminals. — It  is  too  true,  as  Mr.  L.  F. 
Loree,  President  of  the  Delaware  and  Hudson,  says,  that  "The 
large  terminal  stations  and  the  large  terminal  yards  are  the 
graveyards  of  cars."  As  cities  have  grown  in  size  and  traffic 
has  become  more  congested,  the  "terminal  problem"  has  be- 
come second  to  none  in  the  field  of  railway  transportation. 
No  matter  how  swift  the  line  haul,  if  terminal  facilities  are 
inadequate,  delay  and  loss  may  be  great. 

Practically  all  the  millions  of  tons  of  freight  hauled  by  our 
railways  pass  through  "terminals,"  where  the  railways  take 
traffic  from  the  shipper  or  deliver  it  to  the  consignee.  It  is 
vitally  important  both  to  shipper  and  carrier  that  here  there 
should  be  efficiency.  This,  however,  can  come  only  if  there  is 
mutual  understanding  of  terminal  problems  and  cooperation 
in  solving  them.  No  small  part  of  the  trouble  at  present  lies 
at  the  shipper's  door. 

In  1 919,  the  total  mileage  of  single  track  operated  by  the 
Class  I  railways  of  the  United  States  was  375,424,  and  of  this 
104,493  consisted  of  the  yards  and  sidings.  IMoreover, 
between  191 5  and  1919  the  increase  in  miles  of  first  main 
track  was  only  a  little  over  2%,  while  the  miles  of  tracks  in 
yards  and  sidings  increased  nearly  10%.  Together  with  sta- 
tions and  other  terminal  facilities,  this  means  an  enormous 
investment  in  terminals.  In  191 7  six  railways  out  of  some 
dozen  entering  New  York  testified  that  the  assessed  value  of 
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their  terminals  at  that  point  was  nearly  $82,000,000,  and  at 
an  earher  date  the  Northern  Pacific  estimated  that  $73,000,000 
was  the  value  of  its  terminals  in  eight  cities,  out  of  a  total 
value  of  right  of  way  and  terminals  of  $107,000,000. 

Terminals  Defined.— A  terminal  is  "an  assemblage  of  facil- 
ities provided  by  a  railway  at  a  terminus  or  at  intermediate 
points  on  its  line  for  the  purpose  of  assembling,  breaking  up 
and  relaying  trains."  These  facilities  include  yards,  industrial 
and  team  tracks,  piers,  stations,  warehouses,  elevators,  round- 
houses, and  a  host  of  other  appurtenances.  A  "yard"  is  a  set 
of  tracks  for  the  switching  or  storage  of  cars — for  receiving 
them,  arranging  them  in  trains,  or  holding  them  while  not  in 
transit.  "Industrial  tracks"  are  those  serving  some  particular 
industry  or  group  of  industries;  and  "team  tracks"  provide  the 
means  of  transferring  freight  directly  from  cars  to  the  wagons 
or  trucks  of  the  general  public. 

Switching. — One  of  the  most  important  and  characteristic 
terminal  operations  is  "switching."  This  is  the  movement  of 
cars  by  a  railway  between  points  within  a  single  station  and 
placing  them  for  delivery  or  receipt  of  freight.^ 

"Line-haul  switching"  occurs  when  a  car  comes  in  over  a 
road  to  be  delivered  from  its  yard  to  some  siding  within  the 
"switching  limits"  of  a  station,  or  is  received  at  a  siding  for 
transportation.  "Terminal  switching"  is  the  movement  of  cars 
between  points  within  the  switching  limits. 

A  very  important  part  of  terminal  switching  is  carried  on 
between  the  receiving  yards  of  the  railways  and  the  private 
sidings  and  industrial  tracks  of  commercial  and  manufactur- 
ing companies. 

It  is  too  common  for  such  companies  to  make  inadequate 

'  There    is    also    some    "lint^haul    switching"    which    is    switching    performed    while 
cars  are  en  route  between  stations. 
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provision  in  the  shape  of  tracks  and  platform  space  for  hand- 
Hng  their  traffic,  and  this  is  one  of  the  great  causes  of  con- 
gestion and  car  shortage.  It  forces  the  railways  to  hold  an 
unnecessary  number  of  cars  for  consignees.  If  shippers  and 
consignees  having  their  own  sidings  would  make  provision 
adequate  to  handle  enough  cars  for  a  day's  requirements,  in- 
cluding trackage  sufficient  for  easy  switching,  it  would  un- 
doubtedly do  much  to  expedite  car  movement  and  to  prevent 
congestion  in  periods  of  heavy  traffic. 

Switching  may  be  an  intra-plant  movement,  or  one  between 
points  on  the  terminal  of  a  single  road,  or  one  between  points 
on  two  different  roads  (interline  switching)  ;  but  it  must  usu- 
ally all  be  performed  within  certain  "switching  limits,"  which 
are  governed  by  railway  rules  and  within  which  a  schedule  of 
switching  charges  applies.  This  movement  may  be  made  by 
the  railway  which  transports  the  car  to  or  from  the  terminal, 
or  by  some  special  local  switching  road  or  belt  line.  Not  in- 
frequently, too,  the  larger  industries  operate  their  own  switch- 
ing services. 

Industrial  Railways  and  "Tap  Lines." — "Industrial  tracks" 
or  sidings  are  not  to  be  confused  with  "industrial  railways,"  or 
"industrial  carriers."  The  latter  are  short  railways  owned  by 
some  industrial  concern  which  they  serve,  such  as  a  steel  plant. 
They  may  be  common  carriers,  hauling  freight  for  the  public, 
or  they  may  be  mere  plant  facilities  for  bringing  raw  materials 
and  fuel  from  a  trunk  line,  delivering  finished  product,  and 
intra-plant  switching.  The  "tap  line"  is  a  species  of  industrial 
railway,  so  called  because  it  taps  a  trunk  line,  the  name  being 
most  commonly  used  in  connection  with  lumber  and  coal  lines. 
Tap  lines  are  more  frequently  common  carriers  than  are  "in- 
dustrial railways." 

Tap  lines  and  industrial  railways  are  often  given  an  allow- 
ance out   of  the  through   rate,   when   they   can   claim   to  be 


Ch.  29]  TERMINAL  TRAFFIC  FACILITIES  487 

common  carriers.  Obviously  there  is  aa  opportunity  for  dis- 
criminatory rebating  in  this  connection,  and  there  is  a  long 
history  of  such  cases. ^  The  Interstate  Commerce  Commission 
about  191  o  tried  to  solve  the  problem  by  drawing  a  line  be- 
tween plant  facilities  and  transportation,  and  by  forbidding 
the  payment  of  rate  proportions  to  the  former.  The  courts, 
however,  have  held  that  the  Commission  has  adequate  power 
over  rate  divisions  to  prevent  discrimination  and  that  the  prac- 
tice of  making  allowances  to  industrial  and  tap  lines  which  are 
common  carriers,  is  lawful.  If  the  industrial  road  is  a  common 
carrier,  it  may  be  paid  out  of  the  transportation  rate  either  by 
prorating  the  joint  rate,  or  by  absorbing  its  share  as  a  switch- 
ing charge.  If  it  is  not  a  common  carrier,  the  matter  is  one 
of  switching  charges,  the  line-haul  road  making  extra  charges 
per  car  for  extra  switching  and  spotting  service,  or  paying  for 
any  switching  services  rendered  by  the  industrial  road  which  it 
would  otherwise  have  to  perform  itself. 

Switching  Charges. — Sometimes  a  charge  is  made  against 
the  shipper  or  consignee  for  switching  service,  and  sometimes 
not.  When  charges  are  made,  they  differ  widely  at  different 
points.  In  general  it  may  be  said  that  the  tariff  covering  trans- 
portation includes  the  movement  from  the  public  freight-house 
or  team  tracks  at  the  point  of  origin  to  those  at  the  destination, 
including  line-haul  switching.  Generally,  too,  if  the  movement 
is  to  or  from  some  private  siding  or  industry,  which  causes 
no  more  expense  than  is  involved  in  the  case  of  a  switching 
movement  to  the  public  terminals,  no  charge  is  made.  The 
railways  are  compelled  to  regard  industrial  tracks  and  private 
sidings  as  a  part  of  their  public  terminals  and  treat  the  service 
to  them  as  similar  to  that  to  team  tracks.  But  sometimes  the 
switching  service  to  a  siding  involves  extra  expense,  and  then 


=  E.g..  Sec.    17  I.   C.   C.  40;  20  I.   C.  C.   200;   23   I.  C.   C.   277;   29   I.   C.   C.   212; 
32   1.   (".   C.    \2q;   49    I.   C.   C.    332;   68   I.   C.   C.    375;   and  cases  there  referred   to. 
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a  charge  may  be  made.  The  movement  may  require  "spotting" 
cars  at  points  unusually  distant.  Also,  when  a  car  requires  more 
than  one  placement  for  loading  or  unloading,  an  extra  charge 
may  be  collected. 

Absorbing  Switching  Charges. — Again,  when  interline 
switching  is  required,  a  charge  is  usually  made.  The  shipper 
or  consignee  may  not  know  this,  for  the  carrier  which  trans- 
ports the  shipment  may  pay  for  the  switching  itself.  This  is 
called  "absorbing"  the  switching  charge.  Thus  one  may  ship 
a  car  to  New  York,  billed  to  a  consignee  who  cannot  be  reached 
over  the  rails  of  the  road  which  makes  the  "line  haul."  That 
road  at  the  terminal  turns  the  car  over  to  another  road  which 
switches  it  to  the  consignee  and  makes  a  charge  for  its  service. 
If  this  charge  is  "absorbed"  by  the  original  carrier,  the  shipper 
pays  only  the  transportation  rate  to  the  terminal.  The  prac- 
tice of  absorbing  switching  charges  is  general  where  competi- 
tion for  traffic  between  the  two  stations  exists  among  the  roads 
concerned.  Obviously  if  one  of  the  carriers  did  not  absorb 
the  switching  charges,  the  shipper  would  ship  oyer  the  other 
road  which  could  deliver  his  car  direct  to  the  consignee  without 
an  extra  charge. 

When  a  group  of  carriers  serving  a  given  station  all  agree 
to  absorb  each  other's  interline  switching  charges,  "reciprocal 
switching"  is  said  to  exist.  At  Chicago,  for  example,  any  car- 
rier will  deliver  a  car  on  the  terminal  tracks  of  any  other 
carrier  at  the  common  Chicago  rate.  Necessarily  this  means 
that  some  roads  must  absorb  more  charges  than  others,  and  the 
Interstate  Commerce  Commission  has  not  looked  with  favor  on 
the  practice.  It  is,  however,  undoubtedly  a  convenience  to 
shippers. 

The  charge  for  switching,  when  made,  is  either  so  much 
per  car,  or  is  a  flat  rate  per  lOO  pounds  (say  3  to  5  cents). 
The  per  car  rate  often  runs  from  $1  to  $5  per  car.    It  is  com- 
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mon  to  specify  that  such  charges  will  only  be  absorbed  when 
the  shipment  is  one  of  5,000  pounds  or  over,  and  sometimes 
a  certain  minimum  revenue  must  also  accrue  under  the  through 
rate,  say  $8  to  $15  per  single  car.  Switching  charges  are 
quoted  in  special  "switching  tariffs." 

Lighterage. — At  several  great  water  terminals  it  is  neces- 
sary to  make  collections  and  deliveries  of  freight  not  only  by 
switching,  but  by  "lighterage,"  that  is,  by  movement  on  lighters 
or  barges  (when  the  freight  has  been  unloaded  from  cars)  and 
on  carfloats — the  latter  being  large  barges  on  which  are  tracks 
for  receiving  cars.  This  is  true  at  New  York,  Baltimore, 
Philadelphia,  San  Francisco,  Chicago,  and  a  few  other  points. 

As  a  rule  certain  limits  are  fixed  within  which  "free  lighter- 
age" is  given  to  some  classes  of  freight.  At  New  York,  where 
the  free  lighterage  limits  extend  up  and  down  the  harbor,  a 
total  distance  of  26  miles,  the  railways  undertake  to  deliver 
carload  freight  of  most  descriptions  by  lighter  or  carfloat  with- 
out extra  charge.^  Free  lighterage  and  floatage  are  also 
given  to  carload  freight  at  Philadeljjhia  and  Baltimore,  when 
such  freight  pays  the  carrier  a  certain  minimum  amount  (7  to  8 
cents  per  100  pounds),  subject  to  a  minimum  quantity. 

The  lighterage  service  at  New  York,  at  least,  costs  much 
more  than  the  amount  received  by  the  carriers  for  the  service. 
On  lighterage-free  freight,  the  carriers  serving  New  York  de- 
duct 3  cents  per  too  pounds  from  the  total  through  rate  before 
prorating  with  connecting  roads,  and  they  add  3  cents  to  the 
transportation  rate  on  freight  originating  at  nearby  points. 
This  is  only  60  cents  per  ton,  and  since  it  is  estimated  to  cost 
over  $1  to  lighter  a  ton.  it  is  evident  that  the  carriers  suffer  a 
considerable  reduction  in  earnings  for  the  sake  of  maintaining 
traffic  at  the  port  of  New  York. 


'  The   railw.Tvs   from    New    England   charge    extra    on    deliveries    not    to    their    own 
terminal    stations. 
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Belt  Lines. — An  important  adjunct  to  modern  terminal 
operation  is  the  belt  line.  The  industries  of  any  city  may  not 
be  located  directly  on  the  lines  of  the  several  railways  which 
serve  it,  but  may  be  scattered  so  as  to  secure  the  greatest  ad- 
vantages as  to  rents  and  labor  supply.  In  the  latter  event,  it 
is  highly  important  that  there  be  adequate  means  for  connect- 
ing the  scattered  industrial  plants  with  the  various  main  lines 
of  railway,  and  this  service  is  frequently  afforded  by  "belt 
lines"  which  switch  cars  to  or  from  the  several  carriers  with 
which  they  connect.  Also,  it  is  desirable  that  freight  routed 
through  a  station  where  terminals  are  congested  to  some  point 
beyond  should  be  able  to  pass  around  without  actually  going 
into  the  terminals. 

There  are  (i)  outer,  or  detour,  belt  lines;  and  (2)  inner, 
or  industrial,  belt  lines;  and  a  special  type  of  inner  belt  line 
is  the  water-front  belt  line.  The  outer  belt  lines  serve  to  divert 
freight  from  congested  stations  or  terminals,  by  transferring 
cars  to  connecting  lines  without  taking  them  through  the  termi- 
nals. Their  operation  is  well  illustrated  at  Chicago,  where 
there  are  four  concentric  belt  lines,  and  they  prevent  the  un- 
necessary lodging  in  the  terminals  of  a  large  volume  of  through 
freight. 

Inner  belt  lines  of  various  types  are  found  at  New  Orleans, 
San  Francisco,  Baltimore,  Philadelphia,  Indianapolis,  and 
several  other  points.  Sometimes  they  are  owned  and  operated 
by  the  city,  as  at  New  Orleans;  sometimes  the  city  shares  in 
the  ownership,  as  at  Philadelphia ;  generally  they  are  owned  by 
private  companies.  They  supply  a  physical  connection  be- 
tween all  the  industries  and  railways  w^hich  they  touch,  thus 
organizing  them  into  a  single  great  terminal.  Shippers  reached 
by  an  industrial  or  water-front  belt  line  are  benefited  by  the 
competition  of  all  connecting  railways. 

The  special  significance  of  the  water-front  belt  line  is  that 
it  serves  to  coordinate  rail  and  water  transportation.     It  ex- 
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tends  along  the  water  line  of  a  harbor,  intersecting  the  various 
roads  which  radiate  therefrom,  and  connecting  the  piers  and 
wharves.  A  complete  belt  line  of  this  type  would  enable  the 
transshipping  of  freight  and  switching  of  cars  from  any  one 
railway  or  wharf  to  all  the  others,  and  would  connect  the  in- 
dustries located  along  the  harbor  front. 

What  was  said  about  switching  charges  applies  to  the 
charges  of  belt  lines,  when  they  are  separately  owned  and  oper- 
ated. It  is  to  be  noted  that,  unless  owned  exclusively,  and 
maintained,  operated,  and  controlled  by  some  state  or  munici- 
pality, belt  lines  are  included  under  the  term  "carrier"  as  used 
in  the  Interstate  Commerce  Act,  and  are  subject  to  the  Federal 
Commission.  In  line  with  this  fact,  the  Commission  has 
held  that  when  a  carrier  or  group  of  carriers  owns  a  belt  line, 
it  must  deliver  to  points  on  that  line  at  the  same  rate  as  to  its 
own  terminals.  In  a  word,  a  subsidiary  terminal  belt  line  is 
considered  as  a  part  of  the  terminals  of  the  controlling  road 
or  roads. 

Importance  of  Belt  Lines. — The  importance  of  belt  lines 
may  bo  biit-fly  summed  up  as  follows: 

1.  They  relieve  present  congestion. 

2.  They  enable  greater  freedom  and  economy  in  locating 
industrial  plants. 

3.  They  aid  in  the  control  of  wholesome  urban  develop- 
ment. 

4.  They  increase  the  service  and  decrease  the  expenses  of 
shippers  by  extending  the  rail  outlets  available  to  them. 

5.  They  increase  the  efficiency  of  ports  or  harbors  both 
by  coordinating  all  piers  or  wharves  and  all  rail  lines,  at  the 
same  time  bringing  the  two  groups  of  facilities  together. 

It  may  safely  l^e  said  that  the  existence  of  both  inner  and 
outer  belt  lines  is  vital  to  any  sound  plan  of  port  development. 
New    York    has    managed    with    very    little    belt    line    con- 
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structlon,  by  the  aid  of  her  extensive  use  of  Hghterage,  but 
the  port  is  seriously  handicapped  by  the  lack  of  coordination 
among  its  harbor  facilities  through  rail  connections.  With- 
out such  connections  the  rail-water  terminals  are  more  or  less 
isolated.  They  virtually  become  separate  ports.  In  order  to 
have  maximum  efficiency  there  must  be  port  and  terminal 
unity,  and  to  have  such  unity  there  must  be  physical  con- 
nection among  all  piers  and  railways. 

The  great  obstacle  to  achieving  this  end  has  been  the 
natural  jealousy  of  carriers  which  have  secured  the  better 
terminals.  They  have  exercised  foresight  and  made  large 
investments,  and  each  desires  to  retain  its  advantages.  It 
is  believed,  however,  that  this  is  a  shortsighted  policy.  In 
the  long  run  the  interests  of  the  carriers  are  interrelated  and 
must  run  parallel  to  those  of  the  public.  It  may  be  safely 
predicted  that  in  a  short  time  our  great  stations  will  all  have 
a  unified  and  coordinated  system  of  terminals  and  terminal 
charges,  and  that  in  such  a  system  the  belt  line  will  play  a 
leading  part. 

Trap  Cars. — Clearly  related  to  switching  is  the  use  of 
"trap  cars,"  or  "ferry  cars,"  as  they  are  sometimes  called. 
Such  cars  are  placed  by  the  carriers  on  the  private  sidings  of 
shippers  to  be  loaded  with  less-than-carload  freight.  They 
are  then  hauled  to  the  freight-house  or  transfer  station,  where 
they  are  rehandled  if  necessary,  and  the  shipments  contained 
are  distributed  for  forwarding  to  their  various  destinations. 
A  similar  service  may  be  given  on  inbound  freight.  This 
service  may  be  performed  free  of  charge  if  a  minimum  of 
12,000  pounds  is  loaded.  Otherwise  there  will  be  a  charge 
of  from  $2  to  $5  per  car.  The  Commission  has  ruled  that 
trap-car  service  is  unlawful  unless  given  under  definite  and 
clear  tariff  authority,  non-discriminatory  in  terms  and  appli- 
cation.* 

«34  T.  c.  c.  521. 
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Such  service  is  often  of  great  advantage  both  to  shipper 
and  carrier.  It  makes  unnecessary  the  passage  of  the  freight 
through  freight-houses,  which  are  often  highly  congested. 
Trap  cars  are  usually  placed  late  in  the  day  and  hauled  to  the 
station  at  night,  while  the  drayage  of  L.  C.  L.  freight  becomes 
most  congested  between  two  and  five  o'clock  in  the  after- 
noon ;  consequently  the  station  force  and  equipment  can  h^ 
better  utilized.  Shippers  can  locate  at  points  fairly  distant 
from  the  station,  when  they  are  able  to  load  their  L.  C.  L. 
freight  directly  into  cars,  thus  saving  in  rent  and  drayage. 
It  may  bring  a  saving  in  loss  and  damage  to  load  directly 
into  cars.  As  a  result  of  trap-car  service,  carriers  can  get 
along  with  smaller  investments  in  freight-houses. 

On  the  other  hand,  time  may  be  saved  for  the  shipper  by 
draving,  since  these  shipments  generally  go  forward  the 
same  day,  while  trap-car  shipments  will  generally  not  move 
out  until  the  day  after. 

Store-Door  Delivery  and  Container  Cars. — During  the  war, 
when  freight  congestion  was  especially  bad,  much  attention 
was  given  to  the  subject  of  "store-door  delivery."  Of  late 
years,  too,  the  use  of  "container  cars"  has  been  proposed  and 
tried.  Singly  or  together,  these  two  devices  hold  out  great 
hopes  for  increased  economy  and  speed  in  handling  freight 
at  terminals.  By  store-door  delivery  is  meant  the  delivery  of 
freight  by  the  carrier  at  the  door  of  the  consignee.  A  con- 
tainer car  is  one  which  carries  two  or  more  separate  and 
removable  containers  which  can  be  transferred  bodily  with 
their  contents  to  motor  trucks.  The  container  car  naturally 
goes  with  store  delivery,  but  store  delivery  does  not  require 
the  container  system. 

From  early  times  it  has  been  the  custom  of  English 
railwavs  to  include  the  delivery  of  less-than-carload  freight 
in  their  regular  service — which  is  one  reason  why  freight 
rates  in  England  seem  higher  than  in  this  country.     For  a 
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long  time  the  Canadian  roads  have  followed  the  same  practice 
at  Montreal  and  other  points  with  good  results,  and  for  many 
years  down  to  191 3  store-door  delivery  was  made  by  railways 
in  Baltimore  and  Washington.  It  has  recently  been  adopted 
in  a  partial  and  limited  way  by  the  Erie  at  New  York  City. 
Thus  it  is  not  an  untried  theory,  but  a  practical  operation. 

Container  cars  are  in  use  by  the  New  York  Central  and 
several  other  roads  for  certain  traffic.  Doubtless  other  experi- 
ments are  being  made. 

The  Erie  Experiment. — At  present,  the  Erie's  plan  is  as 
follows :  The  freight  to  be  handled  breaks  bulk  at  the  receiving 
yards  on  the  Jersey  side  of  the  Hudson  River  and  is  transferred 
to  motor  trucks  or  to  trailers  hauled  by  tractors.  These  are  then 
ferried  across  the  river,  and  either  proceed  direct  to  the  con- 
signee's warehouse  or  to  an  Erie's  Manhattan  station,  as 
desired.  At  present  the  trucking  is  done  under  contract  by  a 
large  New  York  trucking  concern.  Outbound  freight  is 
handled  in  a  similar  way. 

This  is  but  a  first  approximation,  and  plans  for  exten- 
sion and  improvement  have  been  considered.  The  first  step 
proposed  is  the  adoption  of  a  container  system  at  the  receiving 
yards,  where  bulk  would  be  broken  and  the  freight  unloaded 
into  containers  about  the  size  of  an  ordinary  truck  body  and 
which  can  be  handled  economically  by  cranes.  These  con- 
tainers would  next  be  loaded  on  flat  cars  and  hauled  to  the 
waterfront,  where  they  could  be  transferred  by  cranes  to  floats, 
towed  to  Manhattan,  transferred  by  cranes  to  trucks,  and 
delivered. 

This  method  would  be  but  transitional.  The  proposed  plan 
called  for  a  second  step,  wdiich  would  require  the  construction 
and  use  of  container  cars.  This  step  would  eliminate  the  trans- 
fer to  flat  cars  at  the  yards,  since  the  container  cars  would  be 
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hauled  to  the  pier  and  the  containers  would  then  be  loaded  di- 
rectly on  floats  and  so  be  ready  for  transfer  to  trucks  for  deliv- 
ery to  the  consignee  or  the  inland  freight-house.  There  would 
thus  be  no  breaking  of  bulk,  but  freight  might  be  loaded  into  a 
container  and  shipped  through  to  the  consignee  without  further 
handling,  other  than  by  crane  from  car  to  float,  and  from 
float  to  truck.  Where  floatage  is  not  involved,  the  process 
would  be  even  simpler. 

Objections  Raised  against  Store-Door  Delivery. — Why, 
then,  has  store-door  delivery  not  made  greater  progress? 
Chiefly  on  account  of  inertia  and  the  opposition  of  separate 
trucking  interests.  On  the  one  hand,  the  railways  have 
dreaded  the  extra  liability  and  trouble  involved  in  taking 
over  the  collection  and  delivery  of  goods  at  their  terminals.  It 
was  found  at  Washington  that,  as  the  city  grew,  greater 
demands  for  distant  and  inconvenient  deliveries  were  made, 
without  increase  in  compensation.  Some  carriers  have  not 
desired  to  assume  the  liabilities  of  truckmen  in  addition  to 
those  they  now  bear. 

Naturally  enough,  the  smaller  trucking  companies,  fear- 
ing the  loss  of  an  important  j)art  of  their  business,  have 
brought  opposition.  Also  large  concerns  equipped  to  do  their 
own  trucking,  such  as  wholesale  grocers,  have  objected,  say- 
ing that  they  prefer  to  do  their  own  hauling  and  can  do  so 
more  cheaply  than  the  railways. 

Advantages  of  Store-Door  Delivery. — On  the  other  hand, 
the  advantages  are : 

I.  Relief  of  congestion  of  terminals  and  streets.  A  more 
orderly  system  of  deliveries  (and  collections)  could  he 
adopted  with  fewer  needless  and  overlapping  hauls.  A  large 
volume  of  freight  would  not  need  to  pass  through  freight- 
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houses.  The  freight-house  facihties  required  would  be 
minimized  and  the  same  platforms  could  be  used  for  both 
inbound  and  outbound  freight. 

2,  More  expeditious  movement  of  freight. 

3.  Great  economies  in  handling  by  centralization  and 
elimination  of  duplications.  It  would  certainly  enable  a  more 
continuous  utilization  of  trucks.  When  each  merchant  and 
manufacturer  does  his  own  trucking,  twice  as  many  trucks 
may  be  required  to  serve  a  single  block  as  would  be  re- 
quired if  the  carriers  did  the  work. 

Store-door  delivery  is  a  special  service  in  the  nature  of 
a  "privilege,"  and  in  the  case  of  Baltimore  and  Washington 
the  Interstate  Commerce  Commission  held  that  the  carriers 
were  under  no  obligation  to  give  such  service. •""'  If,  however, 
it  should  become  recognized  as  a  public  necessity,  legisla- 
tion requiring  it  might  hold.  It  seems  that  the  gains  far 
outweigh  the  losses,  and  if  we  can  assume  a  fair  allowance 
for  compensating  the  carriers,  there  is  no  valid  long-time 
objection.  It  might  be  wise  to  allow  firms  which  desire 
to  operate  their  own  trucks  to  do  so,  as  is  the  practice  in 
Canada,  but  this  condition  should  be  transitional,  as  it  might 
allow  considerable  duplication  of  service  and  facilities. 

Advantages  and  Disadvantages  of  Container  Cars, — As  to 
the  container  car,  its  use  has  certain  limitations.  It  would 
require  large  first  cost  for  equipment  and  devices  for  handling 
the  heavy  containers.  There  are  important  commercial  diffi- 
culties, such  as  the  necessity  of  accepting  goods  on  the  basis 
of  "shipper's  load  and  count,"  and  the  difficulties  of  handling 
the  collection  of  freight  charges.  Some  freight  is  too  long 
to  load  in  containers.  But  these  difficulties  are  merely  limi- 
tations on  the  use  of  containers.  The  system  could  be  used 
to  advantage   for  many  kinds   of   freight  and  express,   and 

»  30    I.    C.    C.   455- 
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it  might  be  installed  gradually  at  certain  terminals  and  as 
new  equipment  is  required.  The  New  York  Central  has 
tried  the  system  for  express  between  New  York  and  Chicago, 
and  for  freight  between  Chicago  and  Cleveland;  also  in  haul- 
ing shoes  on  the  Boston  and  Albany. 

The  advantages  of  the  container  system  are  these : 

1.  It  saves  breaking  bulk  at  terminals  and  unnecessary 
handling  which  is  so  burdensome  in  the  case  of  short-haul 
L.  C.  L.  freight. 

2.  It  minimizes  the  amount  of  packing  required. 

3.  It  reduces  damages  due  to  rough  handling. 

4.  By  enabling  a  shipment  to  remain  locked  in  a  container 
all  the  way  from  shipper  to  consignee,  it  eliminates  theft. 

5.  It  saves  trucking  and  demurrage. 

6.  Tallying  and  checking  are  reduced. 

7.  The  car  trucks  (running  gear  and  platforms)  can  make 
a  greater  mileage  through  more  continuous  use.  Container 
cars  can  be  loaded  and  unloaded  in  a  fraction  of  the  time 
recjuired  for  filling  a  box  car  by  iiand  trucking. 

It  seems  to  the  author  that  store-door  delivery  is  bound 
to  come  soon  in  certain  large  and  congested  stations,  and  that 
the  container  car  will  find  a  limited  use  for  certain  classes 
of  traffic  of  the  semi-express  type  and  possibly  for  more 
general  use  at  those  points  where  store-door  delivery  is 
required. 

Elevator  Service  and  Storage. — We  will  only  touch  on  two 
other  terminal  services,  namely  elevation  and  storage. 
Elevator  service  is  a  part  of  transportation  and  carriers  are 
bound  to  provide  it.  It  is  common  for  railways  which  handle 
grain  to  store  it  in  elevators,  either  their  own  or  those  belong- 
ing to  outside  concerns.  At  such  terminals  as  Boston.  New 
York.  Philadelphia,  and  Baltimore,  the  railways  own  large 
elevators. 
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In  case  a  carrier  employs  commercial  elevators  it  may 
make  reasonable  and  non-discriminatory  "allowances"  for 
their  services,  such  allowances  being  subject  to  the  regulations 
of  the  Interstate  Commerce  Commission  or  State  Commis- 
sions, according  to  whether  the  traffic  is  interstate  or  intra- 
state. It  is  to  be  noted  that  the  elevator  allowances  referred 
to  concern  grain  only  in  process  of  transportation.  They 
do  not  apply  to  commercial  elevator  service  such  as  cleaning, 
drying,  weighing,  and  storing  grain,  though  the  railways 
may  also  perform  these  commercial  services  at  fair  rates. 
At  the  seaboard  terminal  elevators,  the  charge  for  handling 
grain  is  generally  .9  of  a  cent  per  bushel,  covering  elevation, 
storage,  insurance,  and  spouting  into  the  ship;  but  at  some 
points  where  insurance  is  not  included  the  charge  is  .75  of  a 
cent.    At  such  points  the  elevators  are  at  the  piers. 

In  New  York,  where  such  is  not  the  case,  and  the  grain  must 
generally  be  lightered  to  ships,  floating  elevators  are  employed 
to  transfer  it  from  barges  to  the  ship's  hold,  for  which  service 
the  companies  which  operate  the  floating  elevators  charge  .9  of 
a  cent  per  bushel,  the  railways  making  no  charge  for  their 
elevator  service  and  giving  "free  lighterage."  As  shippers 
sending  grain  via  New  York  can  thus  reach  any  ship  in  the 
port,  instead  of  being  confined  to  such  ships  as  may  be  avail- 
able at  the  piers  of  the  terminal  receiving  the  grain,  and  con- 
sequently can  secure  the  promptest  sailing  and  minimum 
ocean  rates.  New  York  has  an  important  advantage  for  this 
traffic.  The  New  York  railways,  however,  must  work  on  a 
very  narrow  margin  as  a  result  of  giving  free  elevation  and 
lighterage. 

Charges  for  Storage. — To  some  extent,  storage  charges,  like 
demurrage,^  are  penalties  designed  to  hasten  the  movement  of 
freight  from  the  terminals  and  prevent  congestion;  but  in 

•  See  page  476. 
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the  main  they  are  to  be  regarded  as  payments  for  special 
services  rendered  by  the  railways — the  privilege  of  using 
their  terminal  premises  for  warehouse  purposes.  When 
freight  is  left  in  the  carrier's  possession  beyond  a  specified 
"free  time,"  it  is  stored  as  a  warehousing  service.  For  this 
service  the  carrier  charges  on  most  ordinary  classes  of  freight 
are  i><  cents  per  100  pounds  for  the  first  five  days,  and  for 
the  sixth  and  each  succeeding  day,  3  cents.  "When  carload 
freight  is  unloaded  by  the  carrier  for  the  purpose  of  releasing 
needed  equipment,  the  storage  charge  will  be  the  same  as 
would  have  accrued  under  car  demurrage  and  track  storage 
rules  "^  had  the  freight  remained  in  the  car."^ 

Railways  have  the  right  to  remove  freight  from  their 
premises  and  store  it  in  public  warehouses  at  the  owner's  risk 
and  expense,  as  provided  in  their  bills  of  lading. 

Joint  Use  of  Terminals  and  Interchange  of  Traffic. — 
The  foregoing  pages  of  this  chapter  serve  to  emphasize  the 
importance  of  terminals  and  terminal  service,  and  they  show 
that  both  carriers  and  shippers  must  help  by  making  adjust- 
ments in  their  methods  and  by  cooperating,  if  the  best  terminal 
usage  is  to  be  attained.  Also,  it  will  probably  be  nec- 
essary for  some  government  pressure  to  secure  the  necessary 
sacrifice  of  shortsighted  si)ecial  interests.  We  shall,  there- 
fore, conclude  this  chapter  with  a  few  words  on  the  legal 
situation  and  public  regulation. 

Two  Phases  of  the  Terminal  Problems — Adequacy  of 
Terminal  Facilities. — To  begin  with,  tliere  are  two  distinct 
phases  of  the  terminal  problem,  one  concerning  the  adequacy 
of  the  comt)ined  facilities  of  the  railways,  taken  as  a  whole, 


'  See  p.Tge  476/. 

•  Storage  Charges  and  Rules:  Rule  5,  Sec.  C.  A  complete  set  of  rules  and 
charges  which  are  uniform  for  most  carriers  is  published  by  the  American  Railway 
Association  Tariff  Bureau,   Chicago. 
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throughout  the  nation  or  at  some  particular  station;  the  other 
concerning  the  better  utiHzation  of  existing  terminal  facili- 
ties through  coordination  or  combination.  Concerning  the 
former  there  is  little  to  say.  If  it  should  become  clear  that 
the  terminal  facilities  are  inadequate,  the  Interstate  Com- 
merce Act  provides  that  all  carriers  engaged  in  interstate 
commerce  shall,  if  able,  afford  "all  reasonable,  proper,  and 
equal  facilities  for  the  interchange  of  traffic  between  their 
respective  lines,  and  for  the  receiving,  forwarding,  and  de- 
livering of  passengers  or  property  to  and  from  their  several 
lines  and  those  connecting  therewith"  (Sec.  3).  Under  this 
provision  the  Commission  could  compel  the  installation  of 
adequate  terminal  facilities  in  so  far  as  the  financial  ability 
of  a  carrier  allowed. 

It  is  not  clear,  however,  that  there  is  at  present  any  general 
inadequacy  in  physical  terminal  plant  or  service.  Rather  the 
need  of  the  hour  is  for  the  better  use  of  the  existing  plant. 

Coordination  of  Terminal  Facilities. — This  second  phase 
of  the  terminal  problem  has  two  aspects :  the  interchange 
aspect  and  the  joint-use  aspect.  The  interchange  of  freight 
between  railways  involves  the  subjects  of  physical  connection 
between  lines  and  the  through  routing  of  traffic  over  connect- 
ing lines,  and  the  Commission  has  great  power  over  l)oth 
matters.  Upon  the  application  of  any  lateral,  branch  line, 
or  of  any  shipper  tendering  interstate  traffic  for  transporta- 
tion, common  carriers  subject  to  the  Interstate  Commerce 
Act  must  provide  and  operate  on  reasonable  terms  a  switch 
connection,  if  such  connection  is  practicable  and  safe  and 
will  furnish  compensatory  traffic  (Sec.  i,  par.  9).  This  is 
true  even  at  "closed"  terminals  where  a  carrier  has  not  opened 
its  terminal  facilities  to  any  other  lines.  Also  connection 
between  docks  and  railways  can  be  compelled  ( Sec.  6,  par. 
13a).    The  shipper's  right  to  designate  routing,  backed  by  the 
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Commission's  general  power  to  establish  through  routes  and 
its  special  power  to  direct  the  handling  and  routing  of  traffic  in 
emergencies,"  ^  may  further  control  the  interchange  of 
freight. 

It  will  be  observed  that  not  every  shipper  or  railway  can 
come  to  a  line  and  compel  it  to  lend  the  use  of  its  terminal 
facilities  by  interchanging  freight.  There  are  certain  "ifs." 
The  connection  must  furnish  sufficient  business  to  justify 
construction  and  maintenance.  In  the  past,  too,  the  Commission 
has  been  against  doing  anything  to  compel  a  carrier  to  "short- 
haul"  itself,  and  it  denied  the  request  of  the  Jersey  cities 
which  sought  to  comjiel  the  lines  entering  NeAV  York  to 
adopt  reciprocal  switching  tariffs  ^'^  which  would  make  one 
road  switch  a  car  for  a  mile  or  two  only  to  transfer  it  to  a  com- 
peting road  to  haul  to  a  destination  reached  by  lx)th.  Also, 
not  every  road  which  seeks  a  connection  may  be  a  "lateral, 
branch  line"  under  the  Act.  The  purpose  is  to  insure  to 
shippers  the  outlets  they  need,  and  the  Commission  may  not 
aid  a  line  (perhaps  an  electric  line)  to  force  its  way  into  a 
terminal  built  up  and  already  well  served  by  older  lines.  It 
will  not  aid  merely  acquisitive  competition,  and  the  addition 
of  more  comjieting  lines  will  not  be  regarded  as  necessar}' 
where  facilities  are  adequate. ^^ 

Doubtless  the  question  of  discrimination  plays  a  part  here, 
and  if  a  carrier  interchanges  traffic  or  does  switching  at  its 
terminal  for  one  road,  it  will  probably  be  compelled  to  do  so 
for  others  if  the  refusal  to  do  so  results  in  unfair  discrimina- 
tion. 


Power    of    the    Commission    over    Terminal    Matters. — 
The  original  Interstate  Commerce  Acts,  in  so  far  as  terminal 


•  See  page  327. 
'<>  See  page  488. 
»  13  I.  C.  C    20. 
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relations  are  concerned,  dealt  almost  entirely  with  the  inter- 
change relationships  discussed  in  the  preceding  paragraphs ; 
but  the  present  law  takes  a  long  step  in  the  direction  of  pro- 
viding for  the  joint  use  of  terminals  (as  by  trackage  rights). 
Thus  the  Commission  may  "require  the  use  of  any  terminal 
facilities,  including  main-line  tracks  for  a  reasonable  distance 
outside  of  such  terminal,  of  any  carrier  by  another  carrier 
or  other  carriers,"  and  may  fix  reasonable  terms  (Sec.  3). 
Moreover,  if  the  Commission  thinks  that  any  emergency  re- 
quiring immediate  action,  such  as  congestion  or  car  shortage, 
exists  in  any  section  of  the  country,  it  is  empowered  to  require 
the  joint  use  of  terminals  (Sec.  i). 

These  are  broad  powers,  but  certain  wise  limitations  are 
contained  in  the  Act.  In  the  general,  or  non-emergency 
paragraph,  it  is  set  forth  that  the  Commission  must  find  the 
joint  use  to  be  (i)  in  the  public  interest,  (2)  practicable, 
and  (3)  without  substantial  impairment  of  the  possessing 
carrier's  ability  to  handle  its  own  business.  Moreover,  in 
fixing  compensation,  the  terms  must  be  just  and  reasonable, 
and  be  ascertained  on  the  principle  controlling  condemnation 
proceedings,  which  insures  due  recognition  of  the  value  of 
the  use.  Indeed,  the  value  so  determined  would  be  so  great 
in  the  case  of  many  terminals  that  we  may  be  sure  that  joint 
use  will  not  be  lightly  sought.  As  to  compulsory  joint  use  in 
emergency,  it  remains  for  events  to  show  how  elastic  the  term 
*  emergency"  will  prove.  Certainly  it  would  cover  any  serious 
congestion  which  threatened  to  be  of  long  duration  at  a  point 
such  as  New  York.  How  long  a  period  may  be  covered  by 
an  emergency? 

"Emergency"   Powers    Likely   to   be   Most   Important. — 

It  is  not  unlikely  to  develop  that  the  emergency  provision  is 
the  more  important  of  the  two.  The  courts  will  undoubtedly 
protect  the  interests  of  the  owners  or  occupiers  of  terminal 
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properties,  and  will  not  support  any  compulsion  of  joint  use, 
not  required  by  social  emergency,  which  would  deprive  them 
of  property  rights  without  full  compensation.  And  if  grant- 
ing joint  use  of  a  terminal  would  destroy  the  competitive 
power  of  a  carrier,  what  would  be  the  value  of  the  sole  use 
of  that  terminal  to  it?  It  might  represent  in  an  extreme  case 
the  entire  value  of  the  road.  As  already  observed,  a  rail- 
way's investment  in  a  terminal  may  represent  great  foresight 
and  risks,  as  well  as  a  certain  first  cost.  Then  there  may  be  an 
element  of  "unearned  increment"  in  some  cases,  about  the 
loss  of  which  we  may  be  less  concerned,  but  which  neverthe- 
less under  our  past  and  present  customs  has  been  allowed  to 
belong  to  owners.  Under  condemnation  proceedings  it  is 
the  "value"  of  the  use,  not  the  cost  of  the  investment  in  the 
property,  that  must  be  paid  for,  and  such  value — even  if  re- 
stricted to  that  which  might  reasonably  have  been  anticipated 
by  business  foresight — would  often  be  enormous. 

Summary. — In  this  chapter  we  have  seen  how  important 
are  railway  terminals,  and  something  of  the  variety  and 
significance  of  the  services  performed  by  carriers  at  such 
terminals.  Some  terminal  facilities  are  in  the  nature  of 
special  privileges  which  the  carrier  is  not  required  to  furnish 
— except  that  if  offered  to  one  shipper  they  must  be  given  to 
all.  Others  under  our  law  are  an  essential  part  of  the  trans- 
portation service  and  must  be  provided  as  required.  The 
Interstate  Commerce  Act  says  that  for  its  purpose  the  term 
"railroad"  shall  include  carfloats,  lighters,  and  ferries  operat- 
ed in  connection  with  any  railway,  and  also  switches,  spurs, 
tracks,  and  terminal  facilities  of  every  kind  necessary  in 
transportation.  The  term  "transportation."  in  turn,  covers  all 
services  in  connection  with  the  receipt,  delivery,  elevation, 
storage,  and  handling  of  property  transported.  The 
various   terminal    services   are    subject   to   rules,   regulations, 
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and  charges  which  are  available  in  published  form,  and  every 
regular  shipper  or  traffic  man  should  be  familiar  with  them. 
We  have  merely  sketched  some  of  the  more  important  points, 
describing  briefly  the  nature  of  the  service  charges  and  point- 
ing out  some  of  the  rights  and  duties  of  carrier  and  shipper. 

The  nature  of  the  terminal  problem  should  now  be  fairly 
clear  to  the  reader.  It  is  one  of  the  very  greatest  and  most 
pressing  problems  in  transportation  today.  It  seems  clear 
that  it  lies  chiefly  in  securing  a  better  coordination  of  terminal 
facilities.  Yards  and  tracks,  freight-houses,  elevators  and 
lighterage  facilities  can  be  coordinated  through  a  wise  joint 
use  and  by  interchange  of  traffic.  The  construction  or  ex- 
tension and  combination  of  belt  lines  will  do  much  to  assist 
the  coordination  of  existing  facilities.  At  the  most  congested 
points  the  adoption  of  store-door  delivery  will  save  great 
waste  and  expedite  the  movement  of  traffic.  To  some  extent 
improved  arrangement  and  devices  will  help — ^better  yards, 
freight-houses,  and  equipment;  the  adoption  of  the  container 
car  for  certain  kinds  of  traffic. 

On  their  part,  the  shippers  can  do  much  by  such  means 
as  loading  promptly  and  properly  cars,  in  routing,  and  doing 
their  share  in  providing  trackage  and  platform  space  at  private 
sidings  and  industrial  tracks.  Their  cooperation  is  required 
for  the  successful  introduction  of  store  delivery  and  container 
cars. 

One  of  the  chief  grounds  for  anticipating  improvement 
in  transportation  in  the  near  future  lies  in  such  developments. 
With  our  great  terminals  mobilized  and  working  as  units, 
congestion  and  car  shortage  would  largely  disappear. 

In  conclusion  we  may  note  with  approval  the  following 
statement  made  before  the  Interstate  Commerce  Commission 
in  the  New  York  Harbor  case  (19 17)  : 

The  essential  defect  of  the  country's  railroad  system  is 
the  great  cost  of  terminal   handling  as  compared  with  the 
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economy  of  hauling  the  trains,  and  nowhere  is  this  defect 
more  in  evidence  than  at  New  York.  Defective  city  terminals 
throughout  the  land  must  be  enlarged,  modernized  and  in- 
tegrated. At  each  city,  as  in  the  cities  of  Europe,  the  ter- 
minals will  come  to  be  conducted  as  administrative  units. 

These  changes  of  policy  involve  vast  expenditures  which 
can  only  be  recouped  by  terminal  service  charges,  and  con- 
sequently there  must  be  substituted  for  the  old-fashioned 
practice  of  individualistic  competing  terminals  a  modern 
policy  of  terminal  integration  and  a  segregation  of  terminal 
charges  from  hauling  charges.^^ 

"47  I.  C.  C.  734. 


CHAPTER  XXX 

FREIGHT  CLAIMS 

The  Great  Importance  of  Freight  Claims. — In  recent  years, 
sums  in  the  neighborhood  of  $100,000,000  per  annum  have 
been  expended  by  the  railA^ays  of  the  United  States  in  settle- 
ment of  claims  made  by  shippers  for  loss  and  damage  to 
freight.  This  amount  has  been  equal  to  about  2%  of  the 
total  operating  expenses  of  the  railways.  In  short,  it  is 
large  enough  to  turn  the  scale  between  profit  and  loss  very 
decisively. 

In  1 92 1  over  2,630,000  loss  and  damage  claims  were 
presented  against  the  carriers,  and  nearly  $97,000,000  was 
paid.  An  active  campaign  among  the  railways  by  education 
and  supervision  to  reduce  their  losses  from  this  source  resulted 
in  decreasing  the  number  of  claims  to  2,351,000  in  1922,  while 
payments  fell  to  $48,085,000 — a  remarkable  achievement 
which  it  is  to  be  hoped  will  l^e  made  permanent. 

Moreover,  the  subject  of  claims  is  one  that  causes  much 
friction  between  shipper  and  carrier,  w^hich  is  very  undesir- 
able. Most  students  of  the  subject  will  agree  that  much  of 
this  friction  could  l)e  eliminated  if  there  were  in  the  minds 
of  both  parties  an  understanding  of  the  processes  involved 
and  of  their  mutual  duties  and  obligations.  It  is  with  this 
thought  that  the  following  chapter  is  written. 

The  Carrier's  Liability  for  Loss  and  Damage. — If  a  group 
of  laymen  were  asked  the  following  question,  it  is  probable 
that   decided   difference   of   opinion   would   develop:     "If   an 
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automobile  being  transported  in  a  box  car  is  pierced  by  a 
bullet  fired  by  an  unknown  party  wbile  the  train  is  rolling 
along  between  Detroit  and  New  York  City,  who  is  liable  for 
the  damage?"  Yet  there  is  only  one  answer  to  the  question 
— the  railway  company.  At  common  law^  a  "common  carrier" 
is  liable  for  any  and  all  loss  or  damage  to  freight  which  is  being 
transported  by  it,  unless  such  loss  or  damage  is  caused  by 
an  act  of  God,  the  public  enemy,  the  fault  of  the  shipper,  or 
by  some  inherent  weakness  in  the  goods  shipi:)€d.  This  makes 
the  carrier  responsible  in  all  ordinary  cases — and  also  in  many 
extraordinary  ones,  as  illustrated  by  the  foregoing  question. 

The  correct  way  to  regard  the  subject  is  to  consider  that 
a  contract  has  been  entered  into  l^etween  shipper  and  carrier, 
under  the  terms  of  which  the  carrier  agrees  to  deliver  the 
goods  safely  at  their  destination.  Under  this  contract  the  rail- 
way must  not  only  (i)  haul  the  goods,  but  (2)  must  do  so  at 
the  published  rate,  and  (3)  deliver  the  full  quantity,^  (4)  in 
the  same  condition  as  that  in  which  .they  were  received ;  and 
(5)  this  it  must  do  within  a  reasonable  time.  If  it  fails  to 
live  up  to  its  part  of  the  contract,  it  must  recompense  the 
shipper  to  the  extent  that  his  shipment  is  lost  or  damaged,  or 
to  the  extent  that  he  is  overcharged.  Damages,  however, 
are  limited  to  those  which  are  the  natural  and  ])roximate 
result  of  the  carrier's  breach  of  contract. 

Under  the  Interstate  Commerce  Act  a  carrier  engaged  in 
interstate  commerce  cannot  avoid  liability  for  the  "full  actual 
loss,  damage,  or  injury  .  .  .  caused  by  it  .  .  ."  Some 
states  also  have  enacted  laws  which  provide  that  no  contract 
or  rule  shall  exempt  any  railway  corporation  from  the  full 
liability  of  a  common  carrier. 

Four  Classes  of  Freight  Claims. — A  freight  claim  is  a 
demand  filed  l)y  a  shipper  of  a  right  to  recover  from  a  carrier 
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for  loss  of  or  damage  to  freight,  for  unreasonable  delay  in 
transportation,  or  for  the  collection  of  erroneous  charges. 
There  are  thus  four  great  classes  of  freight  claims : 

1.  Claims  for  loss.  Such  claims  may  be  for — (a)  "known 
loss,"  that  is,  physical  loss  Avhich  is  evident  at  the  time  of 
delivery  by  the  carrier  or  which  is  known  by  the  carrier's 
complete  failure  to  make  delivery;  (b)  "concealed  loss," 
which  is  physical  loss  that  is  not  known  until  after  the  con- 
signee has  opened  the  container  and  checked  its  contents; 

2.  The  second  great  class  of  claims  consists  of  damage 
claims.  These  may  be  either  (a)  "known  damages"  or  (b) 
"concealed  damages."  ("Damages  by  delay"  are  also  dis- 
tinguished, arising  from  deterioration  or  spoilage  due  to  un- 
reasonable delay  in  delivery.  Apparently  these  may  be  either 
"known"  or  "concealed,"  as  in  the  case  of  damages  due  to 
accident  or  rough  handling.) 

3.  Claims  for  loss  by  delay,  are  based  on  changes  in  price 
or  expense  incurred  during  a  period  of  delay,  to  the  injury 
of  shipper  or  consignee.  Economic  loss  is  involved  rather 
than  physical  loss  or  damage. 

4.  The  fourth  kind  of  claims  consists  of  overcharge  clotims. 
Such  claims  all  involve  the  rate  that  is  charged.  The  over- 
charge may  come  about  in  several  different  ways.  The  ship- 
ment may  be  given  the  wrong  class,  or  rating;  it  may  be 
given  the  wrong  rate,  either  through  error  in  quoting  the 
tariff  or  through  faulty  routing ;  it  may  be  given  an  erroneous 
weight;  or  there  may  be  an  error  in  computing  the  total 
amount.  Whatever  the  cause,  however,  the  essential  feature 
in  the  overcharge  claim  is  that  it  concerns  the  rate  and  not 
loss  of  or  damage  to  the  goods  shipped. 

Kind  of  Traffic  Most  Affected  by  Loss  and  Damage. — 

It  is  important  to  consider  in  detail  the  nature  and  causes  of 
loss  and  damage  to  freight.  First,  let  us  note  the  kind  of 
freight  which  is  found  to  be  most  subject  to  loss  and  damage. 
During  the  single  month  of  Septeml3er,  1920,  43  large  rail- 
ways paid  the  following  loss  and  damage  claims : 
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Clothing,  dry  goods,  and  notions $620,000 

Fresh  fruits  and  vegetables 577.000 

Grain     279,000 

Tobacco,  cigars,  and  cigarettes 241 ,000 

Boots  and  shoes   217,000 

Furniture  (new)    210.000 

Livestock 186,000 

Meats  and  packing-house  products 154,000 

Automobiles,  trucks,  and  accessories  i53.7oo 

Household  goods  77.ooo 

Eggs    63,000 

It  is  obvious  that  this  hst  consists  chiefly  of  two  great  classes 
of  goods,  namely,  those  which  are  especially  liable  to  pilferage 
and  those  which  are  perishable  or  easily  damaged  by  handling. 
Clothing,  dry  goods,  tobacco  products,  and  boots  and  shoes 
are  notably  liable  to  theft;  while  fresh  fruits,  meats,  and 
eggs  are  easily  spoiled  or  broken.  In  1921  the  carriers  paid 
claims  on  fruit  and  vegetables  alone  amounting  to  $14,500,000. 
Grain,  while  fairly  liable  to  loss  on  account  of  defective  cars, 
stands  as  high  as  it  does  in  the  list  chiefly  because  of  the 
relatively  large  tonnage  which  is  handled. 

An  important  point  to  understand  is  that  less-than-carload 
freight  furnishes  a  relatively  large  proportion  of  loss  and 
damage  claims.  The  total  tonnage  hauled  by  the  railways  in 
carloads  is  somewhat  over  75%,  but  the  proportion  of  loss 
and  damage  claims  paid  on  carload  shipments  is  only  about 
50%.  This  is  illustrated  by  the  experience  of  165  railways  in 
the  month  already  mentioned,  Septeml^er,  1920.  They  re- 
ported $3,500,000  paid  in  loss  and  damage  claims  on  less- 
than-carload  freight,  and  only  $3,200,000  on  carload  freight. 
The  reasons  for  this  situation  are  fairly  clear,  since  less-than- 
carload  freight  not  only  comprises  a  relatively  large  propor- 
tion of  finer  merchandise,  but  is  also  subject  to  more  frequent 
transfer  and  handling. 

A  recent  report  of  the  Southern  railway  covering  the  first 
six  months  of  1922  illustrates  the  foregoing  points.  The  facts 
speak  for  themselves. 


Amt.  of 
Claims 

Revenue 
Earned 

Percentage  of 
Loss 

$14,401 
7,427 

$106,055 
14,655 

13.58 
50.68 
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No.  of 
Flour                                  Claims 
Carload     827 

Less   Carload    ".    945 

Causes  of  Loss  and  Damage. — A  study  made  by  the  Illinois 
Central  in  1922  showed  that  by  far  the  largest  percentage 
of  loss  and  damage  claims  is  caused  by  carelessness  of  one 
sort  or  another.  The  study  showed  that  approximately  2,'^% 
of  the  total  was  immediately  caused  by  rough  handling,  15% 
by  defective  equipment,  11%  by  delays  in  transit,  and  10% 
by  loss  of  packages — these  causes  alone  covering  68%  of  the 
total.  The  railway  was  able,  by  greater  watchfulness  of  its 
special  agents,  to  make  a  great  reduction  in  thefts,  which  in 
three  years  had  numbered  12,000,000  and  had  necessitated 
total  payments  of  claims  amounting  to  over  $395,000. 

Rough  handling  of  cars  was  the  cause  of  16%  of  the  loss 
and  damage  expenses  reported  to  the  freight  claim  division 
of  the  American  Railway  Association  in  the  first  quarter  of 
1922. 

The  chief  causes  of  loss  and  damage  are  contained  ir  the 
following  list : 

Rough  handling. 

Bad  packing. 

Bad  loading. 

Defective  cars. 

Careless  inspection  of  cars. 

Delay  in  transit. 

Theft  (before,  during,  or  after  transit). 

Dishonesty  of  consignees  or  railway  employees. 

Inadequate  protection  of  perishables. 

JMisrouting. 

Faulty  marking. 

Car  shortage. 

Shipping  to  oversupplied  markets  (especially  perishables). 

Refusal  of  goods  by  consignee. 
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Delivering  freight  to  other  than  consignee  without  the 
latter's  order. 


A  cursory  reading  of  the  foregoing  Hst  will  show  one 
that  the  human  element  in  loss  and  damage  of  freight  is  large. 
Indeed,  it  may  be  estimated  that  not  over  10%  of  the  loss  and 
damage  to  railway  freight  can  be  traced  to  causes  beyond 
human  control ;  and  it  follows  that  by  education  among  shippers 
and  railway  employees,  and  by  more  careful  supervision,  a 
large  part  of  the  losses  could  be  eliminated. 

Preventing  Loss  and  Damage. — Often  the  trouble  could 
be  easily  avoided.  For  example,  take  the  case  of  a  shipment 
of  ten  cases  of  fine  machinery  from  Milwaukee  to  Memphis. 
Nine  of  the  cases  were  marked ;  one  was  not.  The  car  con- 
taining the  shipment  went  through  Cairo,  where  its  contents 
were  transferred,  the  nine  marked  cases  going  through  to 
Memphis,  while  the  one  not  marked  was  held.  It  was  put 
away  and  forgotten,  and  in  due  course  a  claim  was  presented 
and  paid  on  the  ground  that  the  shipment  was  one  case  short. 
One  of  the  greatest  accomplishments  of  the  railways  in  1922 
was  by  education  and  supervision  to  reduce  claims  for  "un- 
located  loss  of  entire  packages"  from  $13,173,000  to  $5,026,- 
000. 

Or  take  the  case  of  a  $2,500  type-setting  machine,  shipped 
from  a  middlewestern  point  to  New  York.  It  was  both  im- 
properly crated  and  insecurely  loaded,  and,  to  make  things 
worse,  the  car  was  roughly  handled  by  the  trainmen.  As  a 
result,  when  it  reached  its  destination,  the  machine  was  not 
worth  unloading,  and  a  claim  for  its  full  value  was  presented 
and  paid.  Such  loss  might  have  been  prevented  if  the  shipper 
had  attended  to  the  proper  packing,  or  if  the  agent  at  the 
shipping  point  had  insisted  on  having  the  machine  properly 
crated  (and  charged  the  expenses  on  the  waybill  as  advances), 
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or  if  the  trainmen  had  handled  the  car  carefully.  "Rough 
handling"  continues  to  be  the  most  serious  and  perplexing 
problem  in  the  campaign  to  reduce  loss  and  damage  claims. 

All  too  frequently,  a  consignee  finds  his  shipment  short 
on  account  of  theft  while  the  goods  are  in  transit.  For 
example,  a  wholesale  grocer  may  discover  that  his  employees 
are  reporting  each  car  of  flour  short  by  eight  or  ten  barrels, 
and  on  investigation  ascertain  that  the  railway's  employees  or 
his  own,  or  both,  are  obtaining  free  flour  by  marking  up  a  loss 
that  does  not  exist. 

"Shipper's  Load  and  Count." — When  a  car  is  loaded  by  the 
shipper,  and  the  carrier's  agent  does  not  tally  the  contents,  it 
may  be  accepted  for  transportation  and  the  bill  of  lading  be 
endorsed  with  the  words,  "shipper's  load  and  count."  These 
words  do  not  deprive  the  shipper  of  his  right  to  redress  for 
shortage  in  delivery,  but  they  do  shift  the  burden  of  proof. 
Under  these  circumstances  he  must  show  conclusively  that  the 
goods  were  actually  loaded  into  the  car.  Naturally  the  carrier 
is  not  responsible  for  damage  due  to  improper  loading  in  this 
case.  The  shipper  who  accepts  responsibility  for  load  and 
count  should  use  great  care  in  stowing  and  tallying  his  goods 
and  make  a  full  record  of  them  to  meet  questions  on  the  part 
of  carrier  or  consignee. 

Preventing  Misunderstanding  between  Shipper  and  Car- 
rier.— On  receipt  of  goods  an  immediate  inspection  and  noti- 
fication of  loss  are  desirable.  In  the  case  of  known  loss  or 
damage  the  facts  should  be  endorsed  on  the  freight  bill  by  the 
carrier's  agent  on  delivery.  Any  shortage  which  appears  dur- 
ing the  unloading  of  a  car  should  be  reported  at  once  to  the 
agent.  Or  if  there  is  any  sign  that  a  package  has  been  tam- 
pered with,  there  should  be  a  joint  inspection  by  a  representa- 
tive of  the  carrier  and  the  consignee.     A  concealed  loss  or 
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damage  should  be  reported  to  the  agent  immediately,  and  an 
opportunity  be  given  him  to  make  an  inspection.  An  intelli- 
gent observation  of  the  Golden  Rule  will  be  found  to  be  good 
business.  When  the  freight  claim  agent  can  feel  that  a  shipper 
is  filing  only  just  claims,  he  will  naturally  have  confidence  in 
the  claims  made  by  that  shipper  and  will  pay  them  more  readily. 
Much  misunderstanding  exists  concerning  the  correct 
policy  to  pursue  when  a  shipment  is  received  which  is  affected 
by  loss,  damage,  or  overcharges.  The  consignee  should  l^e 
careful  not  to  give  a  clear  receipt  when  any  package  is  not 
delivered,  or  checks  short,  or  is  in  bad  order ;  but  the  weight  of 
authority  is  in  favor  of  accepting  delivery  even  when  the 
goods  are  damaged  and  the  responsibility  for  that  damage  is 
not  settled.  Acceptance  of  a  damaged  shipment  does  not  hurt 
the  consignee's  claim.  The  best  practice  is  to  use  every  reason- 
able means  of  minimizing  the  damage,  by  repairs,  etc.  Only 
when  goods  have  lost  all  value  should  the  consignee  refuse  to 
accept  them,  and  then  he  will  sue  for  their  entire  value.  When 
there  is  a  partial  damage  due  to  depreciation  in  value  of  the 
goods  caused  by  delay,  the  general  rule  is  that  the  consignee 
nnist  accept  the  goods  and  recover  his  loss  in  an  action  at  law. 

Filing  Claims. — A  claim  may  be  filed  by  either  consignor 
or  consignee,  depending  upon  which  has  the  title  to  the  shij)- 
ment  involved.  The  claim  should  I)e  filed  as  soon  as  possible. 
The  Transportation  Act  provides  that  it  shall  be  unlawful  for 
the  carrier  to  require  less  thaji  ninety  days  for  giving  notice 
of  a  claim  or  less  than  four  months  for  filing  it.  A  period 
of  two  years  is  provided  within  which  a  suit  may  be  instituted 
after  the  carrier  has  given  written  notice  disallowing  a  claim. 
In  accordance  with  these  provisions,  the  uniform  bill  of  lad- 
ing adopted  by  the  carriers  provides  that  claims  for  loss  or 
damage  must  be  made  in  writing  within  six  months  after  de- 
livery of  the  property  (or  nine  months  in  the  case  of  export 
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traffic).^  This  is  in  case  the  loss  or  damage  does  not  occur 
while  the  shipment  is  being  loaded  or  unloaded,  or  is  not  dam- 
aged in  transit  by  the  negligence  of  the  carrier.  In  such  cases 
no  notice  or  filing  of  claims  is  required  as  a  condition  of  re- 
covery. 

Suits  must  be  begun  within  two  years  and  one  day. 

In  theory,  loss  and  damage  claims  should  be  filed  with 
the  initial  carrier  when  more  than  one  road  is  involved,  since 
it  is  logical  to  deal  with  the  one  issuing  the  bill  of  lading. 
But  one  may  get  better  results  by  filing  with  the  agent  of  the 
delivering  carrier. 

Overcharge  Claims. — Overcharge  claims,  however,  are  log- 
ically filed  with  the  carrier  which  collected  the  charges.  Claims 
filed  with  the  destination  carrier  are  generally  best  submitted 
to  the  agent  w^ho  made  the  delivery,  but  may  be  sent  direct  to 
the  freight  claim  agent.  As  already  noted,  overcharge  claims 
differ  from  loss  and  damage  claims  in  that  they  involve  tariffs 
or  rates.  In  1924  an  amendment  to  the  Transportation  Act 
was  passed  which  fixes  the  time  within  which  claims  for  over- 
charge must  be  filed  at  three  years,  which  is  the  same  time 
limit  as  applies  to  actions  by  carriers  to  collect  undercharges. 
Under  the  terms  of  the  amended  act,  either  action  at  law  or 
complaint  filed  with  the  Commission,  for  the  recovery  of  over- 
charges, must  come  within  three  years  from  the  time  the  cause 
of  action  accrues,  i.e..  from  the  time  the  shipment  was  deliv- 
ered or  tendered  for  delivery  by  the  carrier.  Certain  exten- 
sions are  made  in  case  of  claims  filed  with  and  disallowed  by 
a  carrier,  and  in  case  action  is  begun  by  the  carrier  to  collect 
charges  or  the  carrier  actually  collects  charges  on  the  same 
shipment. 

Supporting  Claims. — Too  frequently,  claims  are  not  prop- 
erly supported,  and  this  causes  delay  or  even  failure  to  secure 
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a  settlement.  In  order  to  secure  the  best  results,  the  claimant 
should  use  the  standard  forms  approved  by  the  American  Rail- 
way Association  and  by  the  National  Industrial  Traffic  League. 
Since  these  forms  cover  all  necessary  points,  such  a  course  in- 
sures expedition.  This  is  especially  desirable  in  case  of  con- 
cealed loss  or  damage.  In  these  cases,  the  forms  provide  for 
a  shipper's  certificate  covering  the  handling  of  the  shipment 
to  the  carrier's  warehouse,  a  consignee's  certificate  covering  the 
handling  of  the  freight  from  the  receipt  at  destination  till  un- 
packed, and  the  inspection  of  the  shipment  by  the  carrier's 
representative  and  consignee. 

The  papers  required  for  properly  supporting  a  claim  are  : 
(i)  the  original  bill  of  lading,  (2)  the  freight  bill,  (3)  the 
original  or  a  certified  copy  of  the  invoice,  and  (4)  an  itemized 
bill  for  cost  of  repairs  or  a  sales  account  where  these  are  ap- 
propriate. Naturally  a  claimant  hesitates  to  give  up  the  orig- 
inal bill  of  lading,  but  it  should  be  remembered  that  this  paper 
shows  his  right  to  recover  and  contains  notations  essential  to 
passing  on  the  claim.  Moreover,  it  insures  the  carrier  against 
dui)licate  payments  of  claims.  It  is  sufficient  protection  to  the 
claimant  to  retain  a  copy  of  the  bill  of  lading. 

Basis  for  Determining  Amount  of  Carrier's  Liability. — 
The  basis  for  determining  the  amount  of  the  carrier's  liability 
is  the  value  of  the  property  at  the  place  and  time  of  delivery. 
The  luiiform  bill  of  lading  formerly  provided  that  settlement 
should  be  on  the  basis  of  the  value  of  the  property  at  the  place 
and  time  of  shipment.  But  in  1921  the  Sui)reme  Court  ruled 
in  the  case  of  the  Chicago,  Milwaukee,  and  St.  Paid  Raikvay 
V.  McCauU-Dinsmore  Company,  that  destination  value  should 
govern. 

When  goods  are  lost  in  transit,  in  addition  to  his  claiiu 
for  the  value  of  the  lost  freight  at  destination  at  the  time  it 
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should  have  been  delivered  (less  transportation  charges),  the 
shipper  should  claim  interest  from  the  time  the  freight  should 
have  been  received. 

It  may  be  noted  that  it  is  the  policy  of  the  law  to  impose 
upon  the  consignee  the  obligation  to  reduce  as  much  as  possi- 
ble the  loss  for  which  the  carrier  must  respond.  Reasonable  co- 
operation and  good  faith  on  the  shipper's  part  are  desirable. 
The  fact  remains,  however,  that  when  goods  are  damaged  in 
transit  the  carrier  is  liable  for  the  full  difference  l^etween  their 
value  as  received  and  their  value  in  good  condition.  When 
the  claim  involves  loss  or  damage  by  delay,  the  basic  factor  is 
the  normal  or  customary  time  during  which  the  goods  should 
have  been  in  transit.  A  common  carrier  is  not  an  insurer 
against  delay,  and  when  there  is  no  special  contract  binding  it 
to  deliver  within  a  specified  time,  a  railway  is  not  liable  for 
damages  from  mere  delay  in  transportation. 

It  is,  however,  the  duty  of  a  carrier  to  make  shipments  with 
reasonable  dispatch,  and  the  law  implies  a  contract  that  goods 
accepted  for  transportation  shall  be  delivered  at  destination 
within  a  reasonable  time.  Accordingly,  if  the  time  consumed 
is  unusually  long,  the  presumption  will  be  that  it  is  unreason- 
able, and  the  burden  of  proof  will  be  on  the  carrier.  Other- 
wise, the  claimant  will  have  to  prove  that  the  delay  is  due  to 
the  carrier's  negligence.  Delay  due  to  weather  and  conditions 
beyond  the  control  of  the  carrier  cannot  be  considered  unrea- 
sonable. The  carrier,  however,  is  bound  to  advise  the  shipper 
as  to  conditions  reasonably  within  its  knowledge  which  would 
cause  delay,  such  as  congestion  at  a  connecting  point. 

Determining  Loss  by  Delay,  and  Overcharge. — The 
measure  of  loss  or  damage  from  delay  is  the  difference  in  value 
of  the  shipment  at  the  time  of  actual  arrival  at  destination  and 
what  the  value  would  have  been  had  the  time  in  transit  been 
a  customary  or  reasonable  period. 
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The  amount  of  a  proper  overcharge  claim  is  the  difference 
between  the  correct  rate  apphcable  at  the  time  of  shipment  and 
the  rate  actually  paid,  plus  interest  on  the  amount  of  the  over- 
charge. Such  interest  accrues  from  the  date  of  the  collection 
of  the  charge  by  the  carrier.^ 

Overcharges  which  arise  from  the  shipper's  own  error 
cannot  be  refunded  by  the  carrier.  Thus,  when  a  shipment 
of  structural  iron  was  made  with  the  intention  of  having  it 
fabricated  in  transit,  and  the  shipper  failed  to  note  on  the 
bill  of  lading  that  the  in-transit  privilege  was  desired,  the 
Interstate  Commerce  Commission  ruled  that  the  hio-her 
charges  which  accrued  as  a  result  of  the  shipment  not  re- 
ceiving the  in-transit  privilege  was  due  to  the  shipper's  error 
and  could  not  be  refunded. 

RuIinJ^Sg  ""''''^^"'    ^""^   ""   claimant    to   accept    a    refund    without    interest.      Conference 


Part  VI— Government  Regulation  in    the 
United  States 


CHAPTER  XXXI 

PUBLIC  RELATIONS  AND  REGULATION;  THE 
TRANSPORTATION  ACT  OF  1920 

Fundamental  Facts. — In  approaching  "the  railway  prob- 
lem" and  the  study  of  government  regulation,  it  is  essential  to 
keep  in  mind  two  fundamental  points :  first,  the  operation  of 
railways  is  a  business;  and  second,  the  railways  are  public 
utilities  and  the  railway  business  is  "affected  with  a  public 
interest."  It  is  the  failure  to  recognize  the  truth  of  both  these 
statements  and  to  harmonize  them,  which  is  responsible  for  a 
large  part  of  the  mistakes  which  have  been  made  in  dealing 
with  the  railway  problem. 

Railway  Transportation  a  Business. — First,  then,  railway 
transportation  is  a  business.  In  these  days  of  increasing 
government  regulation  and  talk  of  government  ownership,  we 
are  too  prone  to  forget  this  fact.  Business  is  buying  and  sell- 
ing for  gain,  and  railways  buy  the  means  of  transportation 
(labor,  fuel,  equipment,  and  supplies)  and  sell  transportation 
service  (ton-miles  and  passenger-miles)  for  the  purpose  of 
giving  a  profit  to  investors  in  railway  securities. 

The  fact  that  the  railway  business  is  subject  to  rate  regula- 
tion and  to  enforced  publicity  does  not  take  it  out  of  the  cate- 
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gory  of  business  enterprises.  Suppose  every  grocery  store  were 
compelled  to  sell  groceries  at  fixed  prices,  and  were  required 
to  make  reports  as  to  operating  expenses  and  net  earnings.  It 
would  still  be  true  that  the  individual  grocers  would  have  a 
chance  to  make  varying  rates  of  profit  according  as  they  bought 
their  goods  cheaply  and  conducted  their  businesses  with  effi- 
ciency in  merchandising.  They  could  still  use  enterprise  in 
adopting  new  devices,  perfecting  organization,  and  efficient 
advertising  and  selling.  Undoubtedly,  the  field  for  initiative 
would  be  reduced  and  the  risks  and  problems  of  the  business 
enterpriser  would  be  modified,  but  the  grocery  store  would  still 
be  a  business.  Business  does  not  depend  upon  secrecy  nor  even 
upon  competition  in  prices.  The  essential  thing  is  that  goods  or 
services  are  bought  and  sold  with  the  idea  of  gain  and  that 
success  is  determined  by  the  ability  to  show  a  net  gain  over  a 
period  of  time. 

The  fact  is  that  nowadays  practically  all  industries  are,  to 
an  increasing  extent,  subject  to  government  regulation,  federal, 
state,  or  local.  The  Sherman  Anti-Trust  Law  and  the  Clayton 
Act  deal  with  various  "restraints  of  trade."  The  Federal 
Trade  Commission  Act  is  an  attempt  to  prevent  unfair  compe- 
tition. Blue  Sky  Laws  deal  with  the  issuance  of  securities. 
Building  ordinances,  factory  inspection  laws,  and  sanitary 
measures  everywhere  restrict  business.  Nevertheless,  the  in- 
dustries affected  by  such  regulation  are  still  essentially  busi- 
nesses and  are  generally  so  regarded. 

Social  Justification  of  Business. — The  social  justification 
of  business  is  that  in  seeking  gain  business  men  are  led  to  put 
goods  or  services  which  are  desired  on  the  market,  thus  making 
available  the  consumption  of  things  which  people  want.  If 
honestly  and  wisely  conducted,  business  tends  to  insure 
that  consumers  will  get  what  they  want  when  and  where  they 
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want  it.  Ill  the  long  run,  business  men  find  gain  by  supplying 
the  wants  of  society  with  efficiency,  and  centuries  of  experience 
have  failed  to  show  any  equally  satisfactory  way  of  accomplish- 
ing this  end.  In  most  industries,  the  spur  of  profits  has  proved 
thus  far  to  be  the  best  incentive  to  the  efficient  supplying  of 
goods  and  services. 

Politics  or  government  is  vastly  different  from  business. 
It  is  desirable  that  a  government  should  be  run  on  an  economi- 
cal basis,  but  the  end  of  government  is  not  economic. 

If  we  want  the  railways  operated  efficiently,  supplying  us 
with  transportation  at  the  lowest  cost,  we  must  allow  their 
policies  in  the  largest  possible  measure  to  be  determined  by 
business  considerations.  This  would  be  true  under  govern- 
ment operation.  But  if  the  construction  and  operation  of 
railway  systems  were  determined  by  votes  and  political  con- 
siderations, experience  in  the  United  States  shows  that  we 
might  expect  to  see  the  intUience  of  log  rolling  and  the  j)ork 
barrel.  Railways  would  be  built  where  votes  would  be  gained 
and  taxpayers  would  foot  the  bills. 

Essentials  of  a  Business  Basis. — If  we  are  to  keep  railway 
transportation  on  a  business  basis,  we  must  take  care  to  pre- 
serve certain  essentials  of  business  in  the  construction  and 
operation  of  railways.  Among  these  essentials,  the  first  is 
initiative.  In  order  for  a  business  to  exist,  there  must  be  a 
reasonable  amount  of  initiative,  and  if  every  policy  were  to 
originate  with  the  government,  there  would  be  no  true  business 
enterprise  in  the  management  of  railways.  In  the  second  place, 
there  must  be  reasonable  elasticity  in  the  conduct  of  railway 
affairs  in  order  that  the  transportation  service  may  be  supplied 
when  and  where  it  is  demanded.  In  the  third  place,  in  the 
running  of  railways  necessary  costs  must  be  allowed  for  and 
rates  be  encouraged  which,  wherever  possible,  are  sufficient  to 
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cover  costs;  for  in  this  way  only  can  we  prevent  the  economic 
waste  which  comes  when  services  are  sometimes  furnished  at 
a  loss  and  other  times  at  a  disproportionate  profit.  The  rail- 
way business  must  be  allowed  to  operate  with  profit  in  order 
to  insure  initiative  and  progress  and  to  attract  and  hold  the 
large  amounts  of  capital  which  it  requires. 

In  short,  within  reasonable  limits,  the  laws  of  supply  and 
demand  must  be  allowed  to  apply  to  the  railway  business,  and 
this  means  that  it  must  be  recognized  that  none  of  us,  whether 
he  be  a  professor  or  a  labor  leader  or  a  senator,  has  the  omnis- 
cience which  would  be  required  to  determine  when  and  where 
railway  facilities  should  be  supplied,  what  expenses  should  be 
incurred,  and  what  rates  should  be  charged.  To  the  utmost 
extent  which  is  consistent  with  the  public  utility  aspect  of  rail- 
way transportation,  we  should  strive  to  preserve  the  business 
element  which  still  remains  in  the  conduct  of  our  railway  com- 
panies. There  is  danger  that  business  will  be  driven  out  of 
our  railways,  but  there  is  still  a  chance  to  preserve  it. 

The  Railway  Business  a  Public  Utility  Business. — 
The  foregoing  paragraphs  have  been  written  with  a  full  recog- 
nition of  the  fact  that  businesses  differ  in  their  relations  with 
the  public.  From  the  jewelry  business  to  a  water  and  light 
company  is  a  far  cry.  The  railway  stands  in  the  list  of  busi- 
nesses in  which  the  public  has  a  vital  interest.  The  reasons 
for  this  fact  are  now  well  known  and  generally  admitted. 

Legal  Grounds. — Some  of  these  reasons  are  recognized 
in  law.  Thus  the  railway  is  a  "common  carrier";  as  such 
it  performs  a  sort  of  public  ofiice  and  in  offering  transporta- 
tion to  all  it  assumes  the  obligation  of  supplying  equal  facili- 
ties. The  law  speaks  of  the  railways  as  "public  highways," 
meaning  that  they  perform  functions  of  the  state  in  establish- 
ing and  maintaining  the  highways,  by  means  of  which  the 
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parts  of  the  state  preserve  their  intercommunication.  In  view 
of  their  being  pubHc  highways  and  common  carriers,  railways 
receive  certain  "franchises,"'  that  is,  powers  which  belong  only 
to  the  state  itself.  Among  these  are  the  right  of  eminent  do- 
main, under  which  they  may  take  private  property  for  public 
use ;  the  right  to  take  tolls,  meaning  fees  which  are  not  based 
on  competitive  value;  and  the  right  to  be  a  monopoly.^ 

Economic  Grounds. — To  the  economist,  however,  the  es- 
sential reason  for  the  peculiarly  intimate  relation  between  the 
railways  and  the  public  lies  in  the  economic  characteristics  of 
the  business,  the  chief  ones  of  which  are:  (i)  that  railway 
transportation  is  a  natural  partial  monopoly,  and  (2)  that  there 
is  a  large  element  of  "joint  costs."  Other  businesses  supply 
goods  or  services  which  are  vitally  essential  to  the  public,  as 
for  example,  steel,  coal,  and  milk.  The  difference  is  that  the 
iron  and  steel,  bituminous  coal,  and  milk  businesses  are  such 
that  competition  in  price  can  work  satisfactorily,  and  costs  of 
production  can  be  determined  specifically  for  each  unit  of 
product.  This,  we  have  seen,  is  not  true  of  the  railway  busi- 
ness.^ 

Summary  Statement  Concerning  Public  Interest  in  Rail- 
ways.— To  sum  up,  direct  competition  in  railway  rates  does  not 
work ;  costs  of  particular  railway  services  cannot  be  deter- 
mined:  railways  perform  functions  which  from  time  immemor- 
ial have  been  recognized  as  the  duty  of  the  state.  Efficient  and 
non-discriminatory  transportation  service  is  vital  to  society, 
much  as  the  circulation  of  blood  is  to  the  animal  organism. 
Consequently,  the  construction  and  operation  of  railwavs  are 
among  those  matters  which  are  of  peculiar  importance  to 
society  and  concerning  which  it  is  peculiarly  necessary  that 
the  members  of  society  should  be  protected  from  discrimina- 

'  See  above,  page  199/.  *  See  page  177/. 
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tion.  We  can  get  along  without  jewelry  and  golf  clubs;  we 
can  find  substitutes  for  numerous  items  of  food  and  clothing; 
but  our  public  highways  must  be  maintained  and  our  common 
carriers  must  furnish  their  services  on  equal  terms. 

The  railways,  then,  are  public  utilities  and  are  affected  to 
a  high  degree  with  public  interest,  but  they  are,  at  the  same 
time,  businesses,  and  should  be  run  on  a  business  basis.  For- 
tunately, it  is  possible  to  allow  some  public  functions  to  be  per- 
formed in  such  a  way  as  to  retain  the  motives  which  tend  to 
reduce  cost  to  a  minimum. 

The  Need  of  Railway  Regulation. — As  times  change,  the 
kind  of  railway  regulation  most  required  also  changes,  but 
there  are  certain  phases  of  the  railway  problem  which  are 
generally  with  us.  Among  the  earliest  and  most  continuous 
occasions  for  regulation  have  been  discrimination  in  rates,  and 
the  need  of  maintaining  a  fair  general  level  of  rates.  The 
question  of  safety  is  also  an  old  one.  The  following  list  of 
points  will  serve  to  sum  up  the  chief  transportation  matters 
which  are  the  object  of  regulation  at  the  present  time  and 
which  will  probably  remain  so : 

1.  Discrimination  in  rates: 

(a)  Discrimination  among  persons. 

(b)  Discrimination  among  places. 

(c)  Discrimination  among  commodities. 

2.  Excessive  or  inadequate  general  level  of  rates. 

3.  Safety  of  travel    (locomotive  inspection,  grade  separation,  auto- 

matic train  control,  steel  passenger  coaches). 

4.  Finance  (valuation  and  security  issues). 

5.  Supply  of  transportation   facilities: 

(a)  Nevi?  construction  and  abandonment  of  line. 

(b)  Car  supply. 

6.  Service : 

(a)  Terminals. 

(b)  Car  service. 

7.  Relation  between  shipper  and  carrier  (carrier's  liability). 

8.  Labor  relations. 
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9.  General  public  policy  (enforcing  the  social  point  of  view  by  vari- 
ous means;  illustrated  by  rate  adjustments  to  diffuse  industry, 
measures  to  help  solve  the  coal  problem,  etc.) 

Regulation  of  accounting,  and  consolidation  of  roads,  are 
particular  phases  designed  to  secure  results  under  one  or  more 
of  the  alx)ve  heads. 

There  is  no  evidence  that  any  one  of  these  objects  of  regu- 
lation will  ever  cease  to  exist,  and  it  does  not  now  seem  likely 
that  any  new  ones  will  arise.  It  should  be  noted  that  all  of 
these  points  would  still  exist  and  constitute  problems  if  the 
railways  were  owned  and  operated  by  the  government.  To  the 
author  it  seems  probable  that  under  "government  ownership" 
the  problems  arising  under  some  of  the  heads  would  be  even 
more  acute  than  they  now  are  under  private  operation. 

Methods  of  Railway  Regulation. — Properly  speaking,  "rail- 
way regulation"  implies  that  the  railways  are  privately  oper- 
ated and  subject  to  regulation  by  the  government.  We  shall, 
however,  briefly  outline  the  various  methods  of  dealing  with 
the  railway  problem,  including  government  ownership  and 
operation. 

Conceivably,  railways  might  l^e  left  entirely  to  private 
ownership  and  operation  without  any  regulation.  This  would 
be  one  extreme.  The  other  extreme  lies  in  complete  govern- 
ment ownership  and  operation.  Between  the  two  extremes  lie 
various  possibilities.  We  have  tried  leaving  the  railways  in 
the  hands  of  private  operators,  subjecting  them  to  a  minimum 
amount  of  regulation.  We  have  gone  further  and  introduced 
an  increasing  amount  of  regulation,  to  such  an  extent  that  it  is 
doubtful  if  sufficient  initiative  remains  with  the  private  opera- 
tors. Regulation  may  go  even  further  in  comprehensiveness 
and  detail,  reaching  a  point  at  which  private  capital  and  initia- 
tive would  no  longer  care  to  function  in  the  railway  business. 

In  a  majority  of  nations  government  ownership  and  opera- 
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tion  have  been  tried  and  are  now  in  existence.  In  some  cases 
the  railways  have  been  owned  by  the  government  and  operated 
by  private  persons,  as  in  Mexico.  In  other  cases,  the  railway 
properties  have  been  owned  by  private  persons  and  operated  by 
the  government,  as  formerly  in  Italy.  Again,  a  combination 
of  government  and  private  railways  has  been  tried  as  in  Bel- 
gium and  France,  where  some  lines  are  owned  and  operated  by 
private  capital  and  others  by  the  government.  Finally,  we  find 
complete  ownership  and  operation  of  all  railways  by  the 
government,  as  in  Germany  and  Australia. 

It  is  impossible  here  to  discuss  these  various  schemes.  It 
may  fairly  be  stated  that  unregulated  private  operation  has 
been  found  impossible  and  that  experience  does  not  seem  to 
justify  such  combinations  as  private  ownership  and  govern- 
ment operation  or  government  ownership  and  private  opera- 
tion, nor  the  concurrent  operation  of  public  and  private  lines. 
In  short,  the  choice  lies  between  a  rather  completely  regulated 
system  of  private  ownership  and  operation  and  a  system  of 
complete  government  ownership  and  operation.  This  issue  will 
be  briefly  discussed  after  an  account  has  been  given  of  the 
attempt  of  the  United  States  to  deal  with  the  problem  by  regu- 
lation. 

Administrative  vs.  Judicial  Control. — A  few  years  ago,  it 
was  important  to  point  out  that  there  are  two  methods  of  ap- 
plying regulation  to  railways  or  other  industries — the  judicial 
and  administrative.^  "J"<^^^ci^^  control,"  according  to  which 
laws  are  passed  and  individuals  are  left  to  secure  their  rights 
through  action  in  the  courts,  has  now  been  largely  aban- 
doned. It  proved  too  uncertain  and  inflexible,  and  was  un- 
satisfactory in  that  it  attempted  to  apply  remedies  to  evil 
results  rather  than  to  prevent  them.  "Administrative  con- 
trol"   is   now   the   accepted   means.      It    is   generally   applied 


^  See  Hancy,  Business  Oroanisation  and  Combination,  page  385. 
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through  commissions  or  other  expert  bodies  which  have  a 
mixture  of  executive,  judicial,  and  legislative  power.  Such  a 
body  is  our  Interstate  Commerce  Commission. 

The  Interstate  Commerce  Commission. — This  Commission 
consists  of  eleven  men  appointed  by  the  President,  by  and 
with  the  consent  of  the  Senate.  Though  not  required  by 
law,  it  has  been  usual  to  appoint  men  who  have  more  or 
less  skill  in  railway  affairs.  As  the  Commission  is  at  present 
constituted,  a  majority  of  the  members  have  served  on  state 
railway  commissions.  Until  recently,  two  members  v/ere 
professional  economists.  The  salary  of  a  Commissioner  is 
$12,000  per  annum.  The  members  of  the  Commission  choose 
a  chairman  who  holds  office  for  one  year.  There  is  a  per- 
manent secretary  who  performs  the  duties  which  usually  per- 
tain to  that  office  and  who,  under  the  supervision  of  the 
chairman,  acts  as  the  administrative  offiicer  of  the  Commission. 

The  Commission  is  divided  into  "Divisions,"  each  division 
including  not  less  than  three  members.  The  Commission  may, 
under  the  law,  refer  any  of  its  work  to  a  division  and  the 
divisions  have  power  by  majority  vote  to  make  decisions  which 
have  the  same  effect  as  if  made  by  the  Commission  itself, 
subject  to  a  rehearing  by  the  Commission.  Any  member  of 
a  division  who  may  desire  it,  may  compel  the  transfer  of  a 
case  to  the  full  Commission  for  consideration,  and  when  there 
is  an  ai)peal  from  a  division  ruling,  the  rehearing  of  the  case 
takes  place  before  the  Commission  as  a  whole.  Thus  there 
is  little  danger  of  decisions  which  are  not  in  conformity  with 
the  opinion  of  the  majority. 

Plan  of  Commission  Organization. — The  plan  of  organiza- 
tion of  the  Commission  is  set  forth  in  detail  in  its  annual 
report  for  1920.  In  addition  to  five  "Divisions,"  there  are 
thirteen  "Bureaus"  and  a  number  of  special  "Boards."     The 
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functions  of  these  subdivisions  of  the  Commission's  form  of 
organization  are  indicated  in  the  following  outline,  together 
with  the  designation  of  the  head  of  each  bureau.  This  out- 
line will  serve  to  indicate  the  relation  between  the  bureaus,  the 
divisions,  and  the  Commission  as  a  whole. 


INTERSTATE 
COMMERCE 
COMMISSION 


Div.  I.     Management  and 
Safety 


Div.  2.     Rates 


Bureau  of  Safety  (hours 

and  safety  appliances) Chief 

Bureau  of  Locomotive  In- 
spection  Chief  Inspector 

.Bureau  of  Valuation Director 

'Bureau  of  Traffic Director 

Tariffs  Board  ] 

Released  Rates  Board    I Chiefs 

Suspension  Board  f 

Fourth  Section  Board   J 

Bureau  of  Informal  Cases Chief 

.Board  of  Reference 


Div.  3.  Rates  and  Service  JBureau  of  Inquiry  (inves- 
(formal  complaints  not  ar-  {  tigation  of  alleged  crim- 
gued  orally)  *•     inal  violations) 


.  Chief 


Div.  4.     Management 


"Bureau  of  Finance  (secur- 
ities,  convenience   and 

necessity,  loans) 

Board  of  Compensation 
Bureaus  of  Accounts  and 
Statistics  (in  part) 


,  Director 


Div.    5.     Service   (mcludes  ("Bureau  of  Service  (car  ser- 
pnonties,  jomt  use  of  ter-  J      ^jce,    and    transporta- 

mmals,    physical    connec-  I.     tion  of  explosives) Director 

tions,  etc. 

Bureau  of  Formal  Cases.  Chief  Examiner 

Bureau  of  Law Chief  Counsel 

Bureau  of  Accounts  (ex- 
cept Division  4  matters) Director 

Bureau  of  Statistics  (ex- 
cept Division  4  matters) Director 

Bureau  of  Administration Secretary 


Commission  as  a  whole 


Naturally  the  public  most  frequently  comes  in  contact  with 
the  Commission  in  connection  with  traffic  and  rate  matters; 
consequently,  their  dealings  are  generally  with  the  Bureau  of 
Informal  Cases,  the  Bureau  of  Formal  Cases,  and  the  Bureau 
of  Traffic. 


Informal  Complaints. — Informal  cases  comprise  all  those 
complaints  in  which  there  is  no  hearing  and  no  formal  order  is 
issued.  Any  shipper  may  write  to  the  Commission  complain- 
ing of  rates  or  service.  One  does  not  have  to  hire  a  lawyer. 
In  making  informal  complaint,  it  is  only  necessary  to  tell  the 
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secretary  of  the  Commission  exactly  what  the  trouble  is.  The 
secretary  may  request  further  information,  but  when  the  facts 
are  all  in,  the  Commission  will  state  the  complaint  to  the  rail- 
way concerned  and  file  it  on  its  "informal  docket."  The  car- 
rier is  requested  to  make  a  written  statement  covering  the  case 
from  its  point  of  view.  If  this  statement  shows  that  the  origi- 
nal complaint  is  unfounded,  the  complainant  is  so  advised. 
The  carrier,  however,  not  infrequently  admits  that  the  com- 
plaint has  merit.  It  may  find  that  the  shipper  was  overcharged. 
If  so,  it  makes  an  application  to  the  Commission  for  authority 
to  repay  the  excess  charge,  and  if  the  Commission  finds  no 
objection,  it  grants  the  authority  to  refund.  Such  authority 
is  necessary  in  order  to  prevent  rebating  under  the  guise  of 
settlement  for  overcharges.  If  the  carrier  denies  the  charges 
set  forth  in  the  complaint  and  determines  to  fight  the  case,  the 
Commission  so  notifies  the  complainant  who  may  then  either 
drop  the  matter  or  file  a  formal  complaint. 

Formal  Complaints. — Formal  cases  are  those  which  the 
carriers  choose  to  defend  and  which  involve  a  hearing  and 
formal  decision.  Anyone  may  file  a  formal  complaint,  and 
it  is  not  necessary  that  an  informal  complaint  be  first  sub- 
mitted. While  procedure  before  the  Commission  is  by  no 
means  as  formal  and  technical  as  in  the  courts  of  law,  and  it 
is  possible  to  prosecute  a  case  without  employing  an  attorney, 
the  tendency  has  been  towards  increased  formality,  and  it  is 
generally  desirable  to  employ  a  traffic  attorney  who  is  skilled 
in  practice  before  the  Commission  and  who  has  a  favorable 
record  in  such  practice. 

Forms  for  making  formal  complaint  are  furnished  by  the 
Commission.  When  the  carrier  complained  against  has  re- 
plied, which  must  be  done  within  a  fixed  time,  the  complaint 
is  docketed  and  set  for  hearing  at  a  place  convenient  to  the 
parties    concerned,    generally    favoring    the    shipper.      Most 
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minor  cases  are  heard  by  an  examiner.  The  expenses  of  the 
hearing  are  all  paid  by  the  government,  and  consequently 
shippers  can  prosecute  claims  without  "costs." 

In  1 92 1  the  Commission  received  informal  complaints  to 
the  number  of  7,811,  while  during  the  same  year  there  were 
1,487  formal  complaints  filed.  The  importance  of  the  in- 
formal settlement  of  complaints  is  further  indicated  by  the 
fact  that  in  that  year  the  refunding  of  rates  or  fares  was 
ordered  in  1,289  cases,  and  the  refunds  amounted  to  over 
$789,000.  In  addition  211  cases  were  dismissed  or  otherwise 
disposed  of  without  orders.  The  Bureau  of  Informal  Cases 
also  handled  approximately  91,500  letters,  many  of  which 
were  in  the  nature  of  complaints,  while  others  sought  general 
information  and  informal  rulings  concerning  the  rights  and 
obligations  of  the  public  and  common  carriers. 

Bureau  of  Traffic. — The  Bureau  of  Traffic  has  jurisdiction 
over  all  matters  dealing  directly  with  the  charges  for  trans- 
portation and  transmission  by  freight,  passenger,  express, 
pipe  line,  and  telegraph  service  other  than  proceedings  on  the 
formal  docket  and  complaints  handled  by  the  "Bureau  of 
Informal  Cases."  Its  activities  are  directed  towards  the 
adjustment  of  controversies  concerning  rates,  fares,  and 
classifications,  such  adjustments  being  accomplished  by  cor- 
respondence and  by  informal  conferences  with  shippers  and 
carriers.  Among  the  more  important  matters  dealt  with  re- 
cently have  been  requests  for  changes  in  rates  on  less  than 
the  statutory  thirty  days'  notice,  the  filing  of  tariff  publications 
containing  changes  in  rates  and  ratings,  the  disposition  of 
requests  for  the  suspension  of  rate  changes,  and  action  on 
applications  for  relief  from  the  Fourth  Section  (the  long- 
and-short  haul  clause). 

Development  of  Railway  Regulation  in  the  United  States. 
— There  was  practically  no  general  regulation  of  railways  by 
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the  federal  government  prior  to  1887,  but  considerable  pro- 
gress had  been  made  by  some  of  the  states.  The  earliest 
state  regulation  is  found  in  the  special  charters  granted  to 
railway  corporations,  some  of  which  limited  earnings,  pre- 
scribed maximum  rates,  and  prohibited  discriminations.  The 
period  of  general  state  laws,  however,  dates  from  about  1850, 
and  by  1870  most  of  the  states  had  general  laws.  About  this 
time,  the  establishment  of  state  railway  commissions  became 
common,  although  a  few  had  existed  in  the  eastern  part  of 
the  country  at  a  considerably  earlier  date. 

Under  the  influence  of  the  so-called  Granger  movement 
among  the  farmers  of  the  Middle  West,  many  of  the  laws  of 
this  period  were  quite  drastic  in  their  regulations,  but  at 
least  two  great  results  emerged  from  the  experience  of  the 
seventies :  ( i )  It  was  decided  that  the  railways  are  more 
than  private  enterprises — that  they  are  affected  with  a  public 
interest  {Muiin  v.  Illinois)  ;  and  (2)  that  private  capital  in 
railways  has  a  right  to  a  fair  return  and  equal  protection  of 
the  law  {Smyth  v.  A)ncs). 

State  Railway  Commissions. — About  1908  there  were  39 
state  commissions,  of  which  35  had  mandatory  powers.  At 
the  present  time,  all  the  states  but  Delaware  have  some  sort 
of  commission  empowered  to  regulate  railways,  wholly  or 
in  part. 

In  a  majority  of  states  the  commissions  have  power  to 
hear  and  investigate  complaints,  try  cases,  require  the  pro- 
duction of  books  and  papers,  and  publish  findings,  decisions, 
and  recommendations.  Frequently  they  are  either  directed 
or  authorized  to  make  schedules  of  reasonable  rates.  Generally 
they  may  require  reports  from  the  carriers.  The  tendency 
is  general  to  give  control  over  technical  matters,  such  as  in- 
terlocking devices  and  grade  separation.  The  commissions 
of  the  various  states  are  brought  together  through  the  National 
Association  of  Railway  and  Utilities  Commissioners,   which 
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for  a  number  of  years  has  exercised  considerable  influence. 
On  the  whole,  this  association  has  shown  a  tendency  to  co- 
operate with  the  Interstate  Commerce  Commission. 

Relation  between  State  and  Interstate  Regulation. — It  is 

generally  recognized  that  much  of  the  state  regulation  as 
exercised  in  the  past  has  been  a  disadvantage.  It  has  been 
practically  impossible  to  secure  uniformity,  and  the  conflict 
among  the  states  as  well  as  with  the  federal  government  has 
been  a  serious  drawback.  This  situation  has  been  met  in 
part  by  the  Transportation  Act  of  1920  which  gives  the  I*  ter- 
state  Cornm.erce  Commission  superior  power  over  rates  and 
consolidation.  The  Act  provides  that  when  the  Interstate 
Commerce  Commission  finds  that  any  state  rate  classification 
or  practice  causes  any  unreasonable  advantage  or  prejudice  as 
between  persons  or  localities  in  intrastate  commerce  and  those 
in  interstate  commerce,  or  any  unreasonable  discrimination 
against  interstate  commerce,  the  Interstate  Commerce  Com- 
mission shall  prescribe  the  rate,  classification  or  practice  to  be 
observed,  and  its  prescription  shall  prevail.  Moreover,  con- 
solidations made  in  accordance  with  the  Interstate  Commerce 
Commission's  Act  may  be  effected,  notwithstanding  contrary 
state  laws  or  decisions.  In  practice,  however,  the  Commission 
has  found  it  expedient  to  cooperate  with  the  state  commissions, 
and  division  of  authority  in  the  matter  of  rates  is  by  no  means 
finally  determined. 

The  Interstate  Commerce  Act  of  1887. — For  practical  pur- 
poses the  history  of  railway  regulation  by  the  federal  govern- 
ment begins  with  the  Interstate  Commerce  Act  of  1887,  the 
primary  purpose  of  which  was  to  prohibit  discriminatory 
and  unreasonable  freight  rates.  To  this  end,  it  enacted  a 
"long-and-short  haul  clause"  and  forbade  local  discriminations 
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and  pooling.  The  Interstate  Commerce  Commission  was 
established  with  authority  to  investigate  common  carriers,  and 
with  the  duty  of  keeping  itself  informed  as  to  the  management 
of  their  business.  The  Act  of  1887  did  not  give  the  Com- 
mission rate-making  power,  a  fact  which  was  finally  decided 
by  the  Supreme  Court  in  1896."^ 

The  next  important  piece  of  legislation  regulating  rail- 
ways was  the  Elkins  Law  of  1903,  which  provided  penalties 
for  rebating  and  in  general  developed  the  machinery  for  en- 
forcing the  Interstate  Commerce  Law.  In  1903  the  Commis- 
sion reported  that  railway  discriminations  were  rapidly 
disappearing,  partly  on  account  of  the  new  law;  but  in  1905 
it  was  forced  to  state  that  new  forms  of  discrimination  for 
which  the  law  was  inadequate  were  being  practiced. 

Hepburn    Act    Increasing    the     Commission's    Power. 

Accordingly,  in  1906.  during  the  Roosevelt  administration, 
came  the  so-called  Hepburn  Act,  which  increased  the  size 
and  power  of  the  Interstate  Commerce  Commission  and  im- 
posed the  penalty  of  imprisonment  as  well  as  fines  for  failure 
to  observe  published  tariffs."  The  application  of  the  Act  was 
greatly  extended  by  including  pipe  lines,  express  companies, 
and  sleeping-car  companies,  under  the  term  "common  carrier" 
and  by  extending  the  meaning  of  "transportation"  to  cover 
all  vehicles  or  instruments  of  shipment,  irrespective  of  owner- 
ship, including  all  services  in  connection  with  the  receipt,  de- 
livery, elevation,  ventilation,  refrigeration,  and  storage  of 
property  transported.  Most  notable,  however,  were  the  pro- 
visions of  the  Act  which  empowered  the  Commission  to  fix 
maximum  rates  and  to  prescribe  the  form  of  railway  account- 
ing. 

A  "commodities  clause,"  which  forbade  carriers  to  trans- 

*  16.'   U.   S.   184. 

•  The   penalty   of   imprisonment   had   been   repealed   by    the   Elkins   Law. 


534  GOVERNMENT  REGULATION   IN   U.   S.  [Pt.  VI 

port  in  interstate  commerce  any  commodity  except  lumber 
in  which  they  hkd  an  interest,  direct  or  indirect,  was  also 
included  in  the  Act. 

The  Carmack  amendment  provided  that  initial  carriers 
were  to  issue  bills  of  lading  and  to  be  liable  for  damages 
occurring  on  connecting  lines. 

Long-and-Short  Haul  Clause  Strengthened  in  191  o. — 
In  1910  came  the  Mann-Elkins  Act.  This  Act  extended  the 
Commission's  power  to  cover  telephone,  telegraph,  and  cable 
companies,  and  required  that  schedules  of  rates  between  points 
on  any  carrier's  line  and  points  on  all  other  lines  should  be 
printed,  filed,  and  posted.  The  Commission's  power  over 
rates  was  increased  by  authorizing  it  to  suspend  changes 
made  by  the  carriers,  pending  investigation,  and  the  burden 
of  proof  was  put  on  the  carriers  to  prove  the  justice  of  the 
proposed  changes. 

The  long-and-short  haul  clause,  which  had  become  almost 
ineffective  through  numerous  exceptions,  was  strengthened  by 
striking  out  the  qualifying  phrase  "under  substantially  similar 
circumstances  and  conditions."  Prior  to  1910  the  inclusion 
of  this  phrase  had  made  room  for  numerous  exceptions  to  the 
clause,  since  some  difference  in  conditions  could  generally  be 
found  under  which  to  authorize  a  departure  from  the  rule 
that  no  greater  charge  should  be  made  for  a  short  haul  than 
for  a  longer  one. 

There  was  little  change  in  the  Act  to  Regulate  Commerce 
between  19 10  and  1920.''  The  Panama  Canal  Act  in  19 12 
gave  the  Commission  jurisdiction  over  the  transportation  of 


'  From  a  traffic  point  of  view  the  two  "Cummins  Acts"  of  1915  and  1916  are  of 
importance.  The  first  one  made  the  carriers  fully  liable  for  loss  of  or  damage  to 
shipments  while  in  their  possession  in  spite  of  any  contract  limiting  their  liability. 
The  later  Act  provided  for  limited  liability  in  cases  in  which  the  Commission  specifically 
authorized  rates  dejiendent  uiion  agreed  valuations.  In  such  cases,  liability  might  be 
limited  to  the  amount  of  an  agreed  or  released  value  of  shipments.  In  1916,  also, 
the  so-called  Pomerene  Bills  of  Lading  Act  was  .passed,  which  prescribed  the  form 
of    contract    between    shipper   and   carrier,    covering   the   transportation   of    goods. 
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property  within  the  United  States  by  rail  and  water,  and  the 
power  to  order  railways  to  make  physical  connections  with 
water  carriers  and  to  prescribe  maximum  joint  rates  over 
such  rail-water  lines.  The  Valuation  Act  of  191 3  directed 
the  Commission  to  ascertain  and  report  on  the  values  of 
carriers'  properties.  Then  came  the  Transportation  Act  of 
1920  which  will  be  described  in  the  following  pages  of  the 
chapter.  In  most  respects,  this  Act  like  those  which  preceded 
it,  is  essentially  an  amendment  to  the  original  Act  to  Regu- 
late Commerce  which  was  passed  in  1887.  The  law  as  it  now 
stands,  with  the  various  amendments  which  have  been  made, 
is  known  as  the  Interstate  Commerce  Act. 

Transportation  Act  of  1920  a  Constructive  Piece  of  Legis- 
lation.— The  so-called  Transportation  Act  of  1920  funda- 
mentally amended  our  interstate  commerce  law  and  gave  to 
the  Interstate  Commerce  Commission  unprecedented  powers, 
not  only  over  railway  rates  and  operation  but  also  over  finance 
and  construction.  The  outstanding  fact  about  the  Act  is  that 
it  was  fundamentally  constructive.  Most  of  the  measures 
adopted  for  the  regulation  of  railways  in  the  United  States, 
beginning  with  the  Act  to  Regulate  Commerce  of  1887,  have 
been  at  bottom  negative;  that  is,  they  have  consisted  largely  of 
regulatory  prohibitions  and  penalties  designed  to  eliminate 
unfair  and  discriminatory  rates  and  practices.  The  Act  of 
1920,  however,  while  retaining  most  of  the  prohibitions  of 
earlier  legislation,  contains  many  positive  and  constructive 
features. 

Earlier  regulation  proved  inadequate  because  it  depended 
chiefly  upon  regulating  results  rather  than  causes.  It  attempted 
to  keep  the  regulatory  body  too  much  aloof  from  the  oper- 
ation of  the  railways.  It  said  to  the  railways,  "Raise  your 
funds,  build  your  roads  and  equipment,  hire  your  la1x)r,  ar- 
range your  operating  and  rate  schedules,  and  then  we  will  un- 
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dertake  to  regulate  your  rates."  The  Act  of  1920  gives  the 
Commission  more  power  to  participate  with  the  railways  in 
establishing  the  conditions  upon  which  rates  and  earnings 
depend.  It  is  practically  a  recognition  of  the  futility  of  at- 
tempting to  deal  with  results  without  having  adequate  power 
over  the  conditions  which  cause  results. 

The  new  law  undertakes  to  set  up  standards  which  are 
to  be  not  only  a  basis  for  restrictive  regulation  but  also  may 
operate  to  protect  the  carriers.  For  example,  it  is  written  that 
under  honest,  efificient,  and  economical  operation,  the  carriers 
may  earn  a  reasonable  return  upon  their  investments ;  and, 
again,  that  the  carriers  may  cooperate  or  even  consolidate 
when  it  is  deemed  to  be  in  the  interest  of  the  public. 

It  is  the  author's  judgment  that  the  Transportation  Act 
of  1920  is  a  wise  and  constructive  attempt  to  deal  with  the 
railway  problem  by  means  of  regulating  privately  owned  and 
operated  railways,  and  that  it  merits  a  careful  trial  of  sufficient 
length  to  demonstrate  conclusively  whether  or  not  such  an 
attempt  can  succeed.  If  not,  an  unhappy  marriage  of  politics 
and  business  is  probable. 

Background  for  the  Act. — The  immediate  ])ackground  of 
the  Act  lay  in  the  inadequate  earnings  of  the  railways  under 
the  existing  rate  structure  and  in  the  exigencies  of  war,  which 
made  many  difficulties  more  acute,  notably  the  la])or  problem. 
In  the  latter  part  of  the  nineteenth  century,  competition  in 
rates  and  service  was  subject  to  too  little  regulation,  and  rates 
had  fallen  steadily  to  a  very  low  level.  This  is  shown  by 
the  large  mileage  which  was  in  the  hands  of  receivers,  run- 
ning as  high  as  40,000  miles  in  some  years.  Clearly,  there 
was  too  small  a  margin  l^etween  expense  and  income.  The 
discriminatory  practices  which  abounded  caused  a  veritable 
outburst  of  regulation,  both  federal  and  state,  which  served 
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to  reduce  the  general  level  of  rates  and  to  harass  railway 
operation  and  finance  by  conflicting  and  ill-considered  laws 
governing  capitalization  and  rates. 

Then  wages  and  material  costs  began  to  advance.  Rail- 
way credit  was  impaired  and  it  became  so  difficult  to  sell 
railway  stock  that  the  percentage  of  bonds  and  short-term 
notes  increased  until  it  reached  dangerous  proportions.  Several 
years  before  1910  the  resort  to  short-term  notes  became  very 
common,  and  as  such  notes  may  fall  due  in  unprofitable  periods 
a  general  and  long-continued  use  of  such  financial  expedients 
is  dangerous. 

Rate  Advances  Demanded  by  Railways — War  Measures. 
— About  191  o  the  railways  began  to  demand  increases  in  rates, 
and  it  is  now  api)arent  that  in  the  case  of  the  Eastern  roads 
at  least,  these  demands  were  justified.  At  first,  however, 
such  demands  were  refused  and  only  in  1914  was  a  small 
advance  of  5%  authorized.  By  1916  it  had  become  apparent 
that  something  had  to  be  done,  and  during  the  year  19 17 
advances  of  15%  were  authorized. 

About  the  same  time  the  war  problems  connected  with 
transportation  arose.  In  August,  19 16,  Congress  passed  an 
act  giving  the  President  power  to  take  possession  of  our 
railways,  and  in  the  following  year  the  President  created  a 
federal  Director-General.  The  railways  were  taken  over  by 
the  government  under  separate  contracts  made  with  each  one, 
the  terms  being  based  on  their  several  earnings  during  the 
three-year  period,  19 14- 191 7.  A  new  organization  was  set 
up  in  which  competition  was  practically  eliminated.  Embar- 
goes on  non-essential  traffic,  control  over  routing,  and  pooling 
of  terminals  and  rolling  stock,  were  put  into  eff^ect.  Wages 
were  increased  and  rates  were  advanced  materially — 21,^0  for 
freight  and  50%  for  passengers. 
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It  is  now  pretty  generally  admitted,  however,  that  it  was 
too  late  to  make  hasty  repairs  of  the  overstrained  transporta- 
tion machinery.  The  labor  force  was  seriously  impaired,  and 
materials  and  factories  were  required  for  the  production  of 
munitions  of  war. 

Conditions  at  the  End  of  the  War. — At  the  end  of  the  war 
two  great  problems  naturally  confronted  the  nation  with  re- 
spect to  its  rail  transportation  system :  ( i )  the  problem  of 
restoring  railway  credit,  and  providing  the  basis  of  efficient 
operation  and  expansion,  which  had  been  impaired  during  the 
long  period  of  neglect  prior  to  the  war;  (2)  the  problem  of 
dealing  with  the  demands  of  organized  labor  which  had  been 
made  more  acute  than  ever  by  the  period  of  government  oper- 
ation and  the  hasty  and  ill-considered  concessions  made  during 
that  period.  The  problem  of  an  orderly  transition  to  private 
ownership  might  be  classed  as  a  third  and  distinct  one. 

The  means  adopted  in  meeting  these  problems  are  found 
in  the  terms  of  the  Transportation  Act  of  1920,  which  are 
briefly  outlined  in  the  following  paragraphs. 

Chief   Provisions   of   the   Transportation   Act   of    1920. — 

In  the  first  place,  the  Act  provides  for  a  return  of  the  rail- 
ways to  private  operation.'^  The  terms  of  this  provision  are 
now  history  and  we  need  not  go  into  detail  here.  They  were 
chiefly  designed  to  prevent  panic,  and  to  that  end  they  con- 
tinued the  financial  support  of  the  government  for  a  reasonable 
period  of  time.  The  machinery  for  settling  disputes  was 
established,  and  it  was  recognized  that  the  government  was 
bound  to  return  the  roads  in  as  good  a  condition  as  when 
taken  over,  while  the  roads-  were  obligated  to  repay  expendi- 
tures incurred  by  the  government  for  capital  account. 


'  Government  control  of  waterways  was  retained  and  centered  in  the  Secretary  of 
War. 
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The  Labor  Problem. — To  meet  the  labor  problem  it  pro- 
vides that  boards  of  labor  adjustment  may  be  established  by 
agreement  between  the  railway  companies  and  their  employees, 
such  boards  to  act  as  conciliatory  bodies  with  reference  to 
working  conditions  but  not  wages.  The  most  important 
measure  in  its  results  was  the  estabHshment  of  the  Railroad 
Labor  Board,  consisting  of  nine  men — three  each  from  the 
ranks  of  labor,  management,  and  the  public — with  power  to 
pass  on  all  wage  disputes  and  upon  appeals  from  the  adjust- 
ment boards.^ 

The  following  paragraph  from  the  Act  w\\\  be  of  interest 
as  showing  the  only  standards  which  were  laid  down  to  govern 
the  functioning  of  the  Board: 

On  the  decision  of  the  Labor  Board  in  respect  to  wages 
or  salaries  and  of  the  Labor  Board  or  an  Adjustment  Board 
in  respect  to  working  conditions  of  employees  or  subordinate 
officials,  carriers  shall  establish  rates  of  wages  and  salaries 
and  standards  of  working  conditions  which  in  the  opinion 
of  the  board  are  just  and  reasonable.  In  determining  the 
justness  and  reasonableness  of  such  wages  and  salaries  or 
working  conditions  the  board  shall,  so  far  as  applicable, 
take  into  consideration  among  other  relevant  circumstances: 

(i)  The  scale  of  wages  paid  for  similar  kinds  of  work 
in   other   industries; 

(2)  The  relation  between  wages  and  the  cost  of  living; 

(3)  The  hazards  of  the  employment; 

(4)  The  training  and  skill   required; 

(5)  The  degree  of  responsibility; 

(6)  The  character  and  regularity  of  the  employment; 

and 

(7)  Inequalities  of  increases  in  wages  or  of  treatment, 

the  result  of  previous  wage  orders  or  adjustments. 

The  decisions  of  tlie  Labor  Board  required  the  concurrence 
of  at  least  five  of  the  nine  members,  and  in  cases  affecting 
wages  at  least  one  representative  of  the  public  must  concur. 


'  The  Labor  Board  may  upon  its  own  motion  hear  disputes  concerning  working  con- 
ditions  if   it   is  of   the  opinion   that    they   are  likely    to   interrupt   commerce   substantially. 


540  GOVERNMENT  REGULATION  IN  U.  S.  [Pt.  VI 

Full  provision  was  made  in  the  Act  for  publicity  of  the 
Labor  Board's  ruling,  but  there  its  power  ceases.  The  Board 
could  upon  its  own  motion  hold  hearings  for  the  purpose  of 
determining  whether  its  rulings  had  been  violated  and  publish 
its  findings  in  any  manner  in  which  it  desired,  but  it  could  not 
enforce  its  rulings  by  legal  action. 

Railway  Credit — In  order  to  repair  railway  credit,  the 
Act  provides  that  the  Commission  shall  fix  rates  which  in  the 
aggregate  will  yield  a  fair  return  upon  the  total  value  of  the 
railway's  property  used  in  transportation.  Since  this  part  of 
the  Act  has  been  subject  to  much  criticism  and  is  likely  to  be 
the  object  of  attack,  it  will  be  well  to  consider  it  a  little  fur- 
ther. 

It  will  be  observed  that  the  Act  does  not  require  that 
each  individual  railway  shall  have  its  rates  adjusted  so  as  to 
yield  a  fair  return  on  its  investment,  but  only  that  the  carriers 
as  a  whole  or  such  rate  groups  as  the  Commission  may  desig- 
nate will  earn  a  fair  aggregate  annual  net  return.  Further- 
more, it  is  provided  that  in  determining  what  constitutes  a 
fair  return,  "honest,  efficient,  and  economical  management  and 
reasonable  exi:)enditures  for  maintenance"  are  to  be  taken  as 
a-  basis.  Evidence  of  a  broad,  constructive  point  of  view  is 
found  in  the  further  provision  that  due  consideration  must 
be  given  to  the  transportation  needs  of  the  country  and  the 
necessity  of  enlarging  railway  facilities. 

In  order  to  establish  an  immediate  basis  the  Act  provided 
that  during  the  two  years  beginning  March  i,  1920,  the  Com- 
mission should  take  5>^%  of  the  aggregate  value  of  railway 
property  used  in  transportation  as  a  fair  return,  but  it  might 
add  a  sum  not  exceeding  3/2  of  1%  to  make  provision  for 
improvements  or  equipment  chargeable  to  capital  account. 
This  amounts  to  a  recognition  of  6%  on  property  value  as 
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a  reasonable  return.     At  the  expiration  of  the  two  years  (in 
1922)  the  Commission  adopted  a  figure  of  5^%. 

It  has  been  frequently  argued  that  the  foregoing  provision 
constitutes  a  guaranteed  return  on  investment,  and  there  has 
l^een  considerable  agitation  in  favor  of  repealing  it.  The 
measure,  however,  can  hardly  be  called  a  guarantee  since  it 
merely  requires  the  Commission  to  establish  rates,  which  as 
a  whole,  "as  nearly  as  may  be,"  will  produce  a  fair  return. 
Clearly,  if  the  rates  made  by  the  Commission  fail  to  produce 
such  a  return  the  railways  have  no  recourse.  Moreover,  it  is 
apparent  that  many  individual  roads  would  in  any  case  fail  to 
earn  5^%  on  their  investments  under  uniform  rates  designed 
to  insure  that  rate  of  return  for  the  carriers  as  a  whole. 

Disposition  of  Excess  Earnings;  "Recapture  Clause." — 
Of  course,  the  result  of  a  uniform  application  of  such  a  pro- 
vision is  obvious.  Rates  that  will  yield  5^%  to  one  railway 
might  mean  10%  to  another  and  a  loss  to  a  third.  Accordingly, 
it  is  provided  that  if  any  carrier  earns  over  6%  on  the  value 
of  the  railway  property  used  in  transportation,  one-half  of 
such  excess  shall  be  placed  in  a  reserve  fund  to  be  maintained 
by  the  carrier  involved  and  the  other  half  of  the  excess  in  a 
general  railroad  contingent  fund.  The  railway  may  draw  upon 
its  reserve  fund  for  the  purpose  of  paying  dividends,  interest  on 
bonds  or  rent  for  leased  roads.  The  "General  Railroad  Con- 
tingent Fund"  is  to  be  administered  by  the  Commission  in 
the  furtherance  of  the  public  interest  in  railway  transportation, 
either  by  making  loans  or  refunding  maturing  securities  or 
purchasing  equipment  for  the  benefit  of  carriers  whose  needs 
are  approved  by  the  Commission  after  hearing. 

Early  in  1924,  this  provision — known  as  the  "recapture 
clause" — was  upheld  by  the  Supreme  Court  of  the  United 
States  in  a  case  brought  by  the  Dayton-Goose  Creek  railway. 
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The  carrier  argued  that  the  clause  is  unconstitutional  (taking 
its  property  without  due  process  of  law).  The  court  replied 
that  it  had  invested  in  a  business  dedicated  to  the  public  ser- 
vice ;  that  it  was  not  entitled  to  more  than  a  fair  net  operating 
income  on  its  property  devoted  to  transportation ;  and  that 
Congress  could  make  such  a  limitation  as  the  Act  contains. 
This  clause  may  become  very  important.  It  cuts  both  ways : 
if  a  railway  is  never  to  earn  more  than  a  certain  maximum  per- 
centage it  must  be  given  the  assurance  that  it  will  earn  at  least 
a  fair  minimum  return. 

Pooling  and  Consolidation. — With  a  further  object  of 
strengthening  the  railways  and  insuring  that  they  may  be 
able  to  earn  similar  rates  of  return  upon  their  properties  under 
a  system  of  uniform  rates,  important  changes  were  introduced 
with  reference  to  competition.  Especially  noteworthy  is  the 
provision  for  the  consolidation  of  railways  into  a  limited 
number  of  systems.  It  is  provided  that  pooling  ("division 
of  traffic  or  earnings")  may  be  practiced  with  the  consent  of 
the  Commission  whenever  it  is  in  the  interest  of  economy  or 
better  service,  and  does  not  restrain  competition  unduly.  This 
is  a  belated  recognition  of  the  folly  of  applying  the  anti-trust 
law  to  the  railway  business.  It  will  probably  not  have  much 
effect,  as  the  strong  regulation  of  rates  now  provided  for  and 
the  authorization  of  consolidation  have  removed  much  of  the 
need  for  pooling. 

Railways  are  authorized  to  acquire  control  of  other  roads 
by  lease,  stock  ownership,  or  other  devices  if  authorized  to 
do  so  by  the  Interstate  Commerce  Commission,  whenever 
such  control  is  in  the  public  interest. 

Plan  for  General  Consolidation  into  Systems. — The  most 
discussed  phase  of  this  general  move  to  recognize  that  railway 
competition   is  different   from  that   which  may  exist  among 
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ordinary  industries  and  trades,  is  found  in  the  provision  that 
the  Commission  shall  prepare  "a  plan  for  the  consolidation 
of  the  railway  properties  of  the  continental  United  States  into 
a  limited  number  of  systems."  Congress  says  that  competi- 
tion shall  be  preserved  as  fully  as  possible,  but  nevertheless 
it  is  recognized  that  the  scheme  may  profoundly  modify  com- 
petition and  reduce  it  in  some  cases.  In  keeping  with  this 
provision,  the  Commission  has  already  suggested  a  tentative 
scheme  for  grouping  the  railways  of  the  country  and  has  held 
numerous  hearings,  looking  toward  the  adoption  of  its  scheme. 
No  power  of  compulsion,  however,  is  given,  and  it  will  pro- 
bably be  years  before  any  very  comprehensive  results  are 
secured. 

Commission  Empowered  to  Name  Definite  Rates. — 
The  power  of  the  Commission  over  rates  is  clearly  increased 
by  the  Transportation  Act  of  1920.  The  Commission  is.  for 
the  first  time,  given  power  to  fix  minimum  as  well  as  maxi- 
mum rates,  or  to  name  a  precise  rate.  It  may  also  determine 
the  apportionment  of  joint  through  rates  among  the  partici- 
pating carriers.  Long  experience  had  shown  that  the  power 
to  name  maximum  rates  was  not  sufficient,  as  discriminatory 
or  otherwise  disturbing  rates  may  come  in  the  shape  of  un- 
desirable reductions.  Rates  may  \)C  too  low  as  well  as  too 
high. 

Control  over  Finance  and  Construction. — Not  the  least 
important  of  the  provisions  of  the  Act  are  those  giving  the 
Commission  control  over  finance  and  construction.  Indeed, 
the  power  given  to  the  Commission  to  control  new  construction 
has  rather  close  relation  to  the  matter  of  consolidation.  For 
clearly,  new  construction  and  extensions  will  not  be  readily- 
authorized  unless  they  conform  to  the  groupings  which  the 
Commission    determines    upon    as    being    in    the    public    in- 
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terest.  Both  the  consolidation  of  existing  railways  and  the 
construction  of  new  ones  have  a  bearing  upon  the  competitive 
situation.  The  Act  provides  that  no  railway  subject  to  its 
provisions  shall  extend  its  line  or  construct  a  new  line  or 
acquire  or  operate  any  line  until  it  has  obtained  from  the 
Commission  a  certificate  that  the  present  or  future  convenience 
and  necessity  of  the  public  require  such  construction  or  opera- 
tion. At  the  same  time,  railways  are  prohibited  from  aban- 
doning any  line  until  permission  has  been  secured  for  such 
action.  These  words  may  have  considerable  significance : 
the  Commission  "may  attach  to  the  issuance  of  the  certificate 
such  terms  and  conditions  as  in  its  judgment  the  public  con- 
venience and  necessity  may  require."  Thus  the  Commission 
may  be  able  to  bring  some  pressure  to  bear  upon  a  railway 
which  refuses  to  act  according  to  the  plan  of  consolidation 
which  it  may  finally  adopt. 

The  provisions  of  the  Act  concerning  capitalization  may 
have  a  similar  significance.  No  railway  can  now  issue  stocks 
or  bonds  unless  such  issues  are  first  approved  by  the  Inter- 
state Commerce  Commission.  The  Act  provides  that  it  shall 
be  unlawful  for  any  carrier  subject  to  its  terms  to  issue  any 
stocks,  bonds,  or  other  evidence  of  indebtedness  or  interest  in 
the  carrier  unless,  after  investigation,  the  Commission  shall 
approve  and  authorize  the  issue."  The  Commission  on  its 
part  must  find  that  the  issue  is  for  some  lawful  object  com- 
patible with  the  public  interest  and  that  it  is  reasonably  neces- 
sary and  appropriate  for  that  object. 

States'  Rights  Considered. — In  order  to  protect  the  interest 
of  the  states  in  the  capitalization  of  railways,  the  law  prescribes 
that  the  Commission  shall  give  notice  of  applications  for  the 
issuance  of  securities  and  file  a  copy  with  the  governor  of 
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*  A  limited  amount  of  short-term  notes,  having  a  maturity  of  not  over  two  years 
and  not  in  excess  of  5%  of  the  total  outstanding  amount  of  securities,  is  excepted. 
The   Commission  must  be  notified  even   in  this  case. 
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each  state  in  which  the  carrier  operates.  It  is  to  be  hoped  that 
this  legislation  will  lead  to  greater  centralization  and  uniform- 
ity in  the  control  of  railway  capitalization.  In  the  past,  several 
states  have  sought  to  regulate  capitalization  in  a  shortsighted 
way,  fixing  unattractive  terms  and  requiring  that  a  certain 
proportion  of  the  funds  raised  be  expended  within  their 
boundaries. 

Officers  and  Directors. — "Interlocking  directorates"  are 
prohibited  except  as  authorized  by  the  Commission.  That  is, 
it  is  made  unlawful  for  any  person  to  hold  the  position  of 
officer  or  director  in  more  than  one  carrier  unless  authorized 
to  do  so  on  due  showing  that  such  holding  will  not  injure  any 
public  or  private  interest.  It  has  Ijeen  conceded  by  the  carriers 
that  no  persons  should  be  authorized  to  serve  as  officers  or 
directors  for  two  roads  which  have  conflicting  interests. 

Officers  and  directors  are  prohibited  from  certain  kinds  of 
manipulation.  Thus,  it  is  unlawful  for  any  officer  or  director 
to  receive  any  valuable  thing  in  connection  with  the  negotiation 
or  sale  of  securities  by  his  company  or  to  participate  in  making 
or  paying  any  dividend  out  of  capital.  It  is  an  elementary 
principle  of  sound  finance  that  dividends  are  only  payable  out 
of  earnings,  and  the  provision  giving  the  Commission  power 
to  enforce  this  principle  is  a  desirable  step  in  the  direction  of 
purifying  railway  finance. 

Control  over  Car  Service  Extended. — Many  other  pro- 
visions of  the  Act  might  be  touched  upon,  but  this  brief  sketch 
of  its  contents  will  1x3  closed  with  a  reference  to  its  car  service 
provisions.  The  term  "car  service"  is  expanded  to  include 
practically  all  forms  of  equipment,  including  private  cars,  tank 
cars,  and  refrigerator  cars.  The  term  includes  the  use.  control, 
distribution,  and  exchange  of  locomotives,  cars,  and  other 
vehicles   used   in   transportation    "including   special   types   of 
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equipment."  It  is  made  the  duty  of  every  carrier  to  furnish 
safe  and  adequate  "car  service,"  and  to  maintain  reasonable 
rules  and  practices.  The  Commission  is  authorized  to  require 
carriers  to  file  their  rules  and  regulations  with  respect  to  car 
service,  and  it  may  direct  the  inclusion  of  such  rules  with  rate 
schedules.  More  than  this,  the  Commission  may  on  complaint 
or  on  its  own  initiative  establish  regulations  and  practices  with 
respect  to  car  service,  including  compensation  for  locomotives 
and  cars  not  owned  by  the  carriers,  i.e.,  private  equipment. 
When  the  Commission  is  of  the  opinion  that  an  emergency 
exists,  such  as  car  shortage  or  congestion,  it  may  suspend  exist- 
ing rules,  make  directions  regarding  car  service  without  regard 
to  ownership,  including  the  determination  of  compensation, 
and  establish  priorities  and  embargoes.  It  is  also  specifically 
provided  that  it  may  require  joint  use  of  terminals  in  case  of 
emergency. 

These  measures  give  extraordinary  power  to  an  administra- 
tive body,  and  such  grants  have  been  criticized  as  dangerous. 
While  it  is  conceivable  that  the  power  might  be  abused,  it  is 
believed  that  this  is  improbable  and  that  the  measures  referred 
to  may  have  a  salutary  effect.  Recurring  periods  of  car  short- 
age and  congestion  at  terminals  are  two  of  the  great  problems 
of  present-day  railway  operation. 


CHAPTER  XXXII 

CURRENT    PROBLEMS    IN     GOVERNMENT    CON- 
TROL: CONSOLIDATION,  LABOR  BOARD,  GOVERN- 
MENT OWNERSHIP 

Probably  the  two  most  important  problems  which  exist  at 
the  present  time  are  the  proposed  consoHdation  of  the  carriers 
into  <;roups  and  the  labor  problem.  The  latter  concerns  the 
function  and  powers  of  the  Railroad  Labor  Board.  Accord- 
ingly, we  shall  give  special  attention  to  these  two  subjects. 

Consolidation 

The  Purposes. — The  ultimate  purposes  of  the  proposal  to 
consolidate  the  railways  into  a  number  of  groups  are  very 
broad.  In  the  first  place,  it  is  sought  by  consolidation  to  make 
the  system  of  government  regulation  of  privately  owned  and 
operated  railways  more  effective.  Congress  apparently  has 
recognized  that  the  great  diversity  among  railway  lines  makes 
satisfactory  regulation  difficult  and  seeks  to  equalize  our  rail- 
ways by  consolidation.  When  the  roads  differ  widely  in 
strength,  efficiency,  and  traffic  interests,  no  reasonably  uniform 
treatment  can  be  applied  effectively.  It  is  hoped,  therefore, 
that  by  reducing  the  numl^cr  of  railway  interests  and  making 
them  more  nearly  equal,  the  problem  of  regulation  will  be 
simplified. 

In  the  second  place,  the  purpose  is  to  promote  a  more  evenly 
balanced  competition  among  the  carriers — indeed,  to  create 
conditions  which  will  allow  competition  to  persist.  It  is  recog- 
nized that  the  greater  the  extent  to  which  the  force  of  competi- 
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tion  can  be  counted  upon  to  regulate  the  railway  business,  the 
easier  it  will  be  to  maintain  the  advantages  of  private  operation. 
The  immediate  purpose  of  consolidation  is  connected  with 
both  of  the  fundamental  purposes.  On  the  one  hand,  by  the 
elimination  of  "weak  roads"  it  is  hoped  to  make  it  easier  to 
make  uniform  rates.  On  the  other  hand,  it  is  sought  so  to 
equalize  the  opportunities  of  the  various  railway  systems  in 
securing  traffic  that  they  can  compete  with  one  another  on  more 
equal  terms. 

The  Causes  of  "Weak  Lines." — As  things  are  at  present, 
some  railways  do  not  have  access  to  important  points  where 
traffic  originates  or  is  interchanged.  Others  have  such  round- 
about routes  that  they  are  continually  at  a  disadvantage  in 
securing  traffic.  Still  others  lie  in  territories  where  at  present 
there  is  not  sufficient  density  of  traffic  to  enable  profitable  opera- 
tion at  rates  such  as  those  which  prevail  in  other  sections. 
Again,  the  financial  structures  of  different  carriers  are  very 
unequal,  with  the  result  that  some  have  much  higher  fixed 
charges  than  others.  Some  have  an  unduly  large  proportion 
of  bonds  and  notes  outstanding;  others  have  too  heavy  a 
capitalization;  whatever  the  cause,  it  is  a  fact  that  not  a  few 
large  and  important  railway  systems  are  at  present  fatally 
handicapped  in  competition  by  the  financial  burden  with  which 
they  are  loaded. 

The  so-called  "weak"  lines  are  those  which  labor  under 
one  or  more  of  the  foregoing  difficulties.  It  is  a  purpose  of 
consolidation  to  meet  the  problem  of  the  weak  lines  by  com- 
bining them  with  strong  ones,  or  by  putting  two  weak  lines 
together  in  such  a  way  as  to  increase  their  strength.  It  is 
thought  that  in  this  way  greater  uniformity  may  be  secured 
in  the  rate  structure  and  that  the  proportion  of  our  railway  net 
which  is  in  the  hands  of  the  receivers  may  be  reduced.  In 
some  years,  over  40,000  miles  of  railway  are  operated  by  re- 
ceivers. 
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Finally,  a  third  purpose  which  was  undoubtedly  in  the 
minds  of  those  who  passed  the  consolidation  measure  was  that 
it  would  enable  greater  efficiency  in  operation,  which  in  turn 
might  lead  to  a  lower  general  level  of  rates. 

We  thus  see  that  the  purposes  of  consolidation  are  funda- 
mental and  far-reaching.  If  they  could  be  even  partially  at- 
tained, a  long  step  would  be  taken  towards  a  solution  of  the 
railway  problem.  But,  as  we  shall  see,  consolidation  is  no  cure- 
all. 

The  General  Plan  of  Consolidation. — Very  briefly  stated, 
the  plan,  as  at  present  formulated,  provides  for  consolidating 
the  railways  of  the  country  into  nineteen  great  systems.^ 

The  general  plan  is  to  set  up  a  minimum  number  of  strong, 


'  The   10  systems  proposed  by  the  Commission  are  as  follows.  These  systems  follow 
rather  closely   the   21    groups   suggested   by    Professor   W.    Z.    Ripley. 

1.  Pennsylvania. 

2.  New   York    Central    (to   include  Western    Maryland). 

(.Mternative:  to  include  Boston  &  .Maine,  Maine  Central,  and  Bangor  &  Aroostook.) 

3.  Baltimore    &    Ohio — Reading     (to    include    Monon    and    Cincinnati,    Indianapolis    & 

Western). 
(Alternative:    to    include   New    Haven.) 

4.  Erie-Lackawanna-Wabash. 

5.  New  York,  Chicago  &   St.  Louis   (Nickel   Plate) — Lehigh  Valley   (to  include  Toledo, 

St.   Louis  &  Western,  Lake  Erie  &  Western,  Wheeling  &   Lake   Erie,   Pittsbugh 
&   West   Virginia). 

6.  Pere    M.irquette-.Xnn    Arbor    (to    include    Detroit,    Toledo    &    Ironton,    and    Detroit 

&    ALickinac). 

7.  New    England    System:    New    Haven-Boston    &    Maine-Maine    Central. 

(.Mternative:   fJew  England-Great  Lakes  System,  to  include  Lackawanna,   Buffalo, 
Rochester  &   Pittsburgh,   and    Delaware   &    Hudson). 

8.  Chesapc.-ike   &    Ohio-V'irginian. 

9.  Norfolk    &    Western-Toledo    &    Ohio    Central. 

11!  Atlantic  Coast  Line-Louisville  &  Nashville  (to  include  Richmond.  Fredericksburg 
&  Potomac,  Norfolk  Southern,  Atlanta,  Birmingham  &  Atlantic,  and  Florida 
East   Coast). 

12.  Illinois    Central-Seaboard    Air    Line    (to    include    Gulf    &    Ship    Island,    Tennessee 

Central.    Carolina.    Clinchfield    &    Ohio). 

13.  I'nion    Pacific-Chicago    &    North    Western-Wabash. 

14.  Chicapo,   Burlington  &  ^juincy-Northern  Pacific    (to  include  Chicago  Great  Western, 

Minneapolis   &    St.    Louis,   and    Spokane,    Portland   &    Seattle). 

15.  Chicago.   Slilwaukee  &  St.   Paul-Great   Northern    (to   include   Duluth   &   Iron   Range; 

Duluth,    Messabe   &    Northern;    Butte,    An.nconda    &    Pacific,    Spokane,    Portland 
&    Seattle). 

16.  Santa    Ft^Colorado   &    Southern-Rio   Grande-Western    Pacific. 

17.  Southern    Pacific-Rock    Island     (to    include    El    Paso    &    Southwestern,    Trinity    & 

Brazos    Valley,    Midland    Valley,    Vicksburg,    Shreveport,    &    Pacific,    Chicago, 
Pecria    &    St.    Louis). 

18.  Friscf>-Katy-Cotton     Belt     (to    include     in    addition     to     St.     Louis-San     Francisco, 

Missouri,     Kansas    &    Texas    and     St.     Louis     Southwestern,     the    Alton,     and 
Louisiana    Ry.    &    Nav.    Co). 

19.  Chicaeo    &    Eastern    Illinois-Missouri    Pacific     (to    include    Kansas    City    Southern, 

Kansas   City,    Mexico  &  Orient,  Texas  &   Pacific,   International    Great   Northern 
and   (^ulf    Coast   Lines). 
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independent  systems  which  will  follow  as  nearly  as  possible  the 
present  trend  of  traffic.  In  the  northeastern  part  of  the  coun- 
try five  Trunk  Line  systems  are  proposed,  all  of  which  touch 
New  York  City  on  the  east  and  Chicago  and  St.  Louis  on  the 
west.  All  the  New  England  railways  are  tentatively  put  into 
one  consolidation,  but  the  alternative  of  linking  the  Boston 
and  Maine  and  the  New  Haven  with  different  Trunk  Lines  is 
considered. 

Li  the  South,  three  great  U-shaped  systems  are  provided, 
the  chief  change  being  the  linking  of  the  Illinois  Central  with 
the  Seaboard  Air  Line  to  make  the  western  arm  of  the  third 
great  U — the  others  being  formed  by  the  Southern  and  the 
Atlantic  Coast  Line-Louisville  and  Nashville  systems. 

In  the  West,  the  chief  feature  is  the  establishment  of  five 
pairs  of  competitive  Transcontinental  lines,  all  of  which  touch 
Chicago  (and  all  but  one,  St.  Louis),  and  Kansas  City.  Los 
Angeles  and  Seattle  would  be  reached  by  three  of  the  groups 
and  San  Francisco  by  two.  The  most  notable  change  is  prob- 
ably the  proposed  breaking  up  of  the  "Hill  group"  and  com- 
bining the  Great  Northern  with  the  Chicago,  Milwaukee,  and 
St.  Paul. 

Two  Southwestern  groups  are  proposed,  extending  from 
Chicago  through  St.  Louis  to  Dallas,  Houston,  Galveston,  and 
New  Orleans.  These  roads  would  also  be  in  competition  with 
two  of  the  Transcontinental  groups — the  Santa  Fe  and  the 
Southern  Pacific-Rock  Island. 

The  Pocahontas  roads  ^  are  left  much  as  at  present  except 
that  the  Virginian  Railway  is  combined  with  the  Chesapeake 
and  Ohio. 

Bases  for  the  Consolidation  Plan. — The  bases  for  this 
plan  are  partly  covered  in  the  Transportation  Act  and  have 
partly  been  worked  out  by  Professor  W.  Z.  Ripley,  who  was 

^  See  page    127/. 
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employed  by  the  Commission  to  study  the  matter.  In  the  first 
place,  it  is  agreed  that  no  one  of  the  consolidated  systems 
should  be  too  large.  Each  system  should  be  kept  within  the 
bounds  of  efficient  administration.  None  of  the  proposed  sys- 
tems is  larger  than  the  old  Pennsylvania  or  New  York  Central 
systems.  Among  the  largest  would  be  the  Baltimore  and  Ohio- 
Reading,  the  Erie-Lehigh  Valley-Wabash,  the  Burlington- 
Northern  Pacific,  and  the  Union  Pacific-Northwestern  groups. 
As  one  test  of  size,  an  effort  has  been  made  to  secure  some 
similarity  in  the  number  of  ton-miles  of  freight  handled  by 
each. 

In  the  second  place,  it  is  recognized  that  long-established 
rate-making  territories  exist.  Accordingly,  of  the  several  sys- 
tems, each  lies  within  a  single  classification  territory ;  but  there 
is  no  close  conformity  to  smaller  rate  territories.  The  Trans- 
portation Act  reads  :  "Wherever  practicable,  the  existing  routes 
of  commerce  and  trade  shall  be  maintained." 

Some  efTort,  too,  has  been  made  to  make  the  proposed  con- 
solidations with  the  least  possible  dislocation  of  corporate  or- 
ganization, the  idea  being  to  disturb  business  as  little  as  pos- 
sible. 

The  law  provides  that  competition  shall  be  preserved  as 
fully  as  possible,  and  accordingly  the  proposed  scheme  en- 
deavors to  maintain  trunk  line  competition  at  secondary 
traffic  centers  to  the  greatest  possible  extent. 

Finally,  there  is  the  important  point  that  the  several  con- 
solidated systems  should  be  reasonably  equal  in  earning  capac- 
ity, as  determined  by  the  percentage  of  earnings  on  property 
valuation.  This  is  one  of  the  most  important  bases  for  the 
successful  prosecution  of  a  consolidation  plan. 

Arguments  for  Consolidation. — The  arguments  for  con- 
solidation have,  in  part,  been  implied  in  the  foregoing  discus- 
sion.   They  may  be  briefly  stated  as  follows  : 
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1.  Consolidation  would  simplify  government  regulation. 
In  making  rates,  one  great  difficulty  lies  in  the  fact  that  roads 
of  unequal  strength  cannot  operate  successfully  under  uniform 
rates.  A  road  with  heavy  fixed  charges  and  high  operating 
expenses  would  lose  money  under  a  rate  structure  which  would 
bring  large  profits  to  a  road  which  has  lower  expenses  and 
fixed  charges.  Also  in  service  matters,  such  as  car  supply  and 
terminal  facilities,  it  may  l^e  easier  to  get  good  results  when 
the  inadequately  equipped  roads  are  connected  up  with  others 
which  can  supply  their  deficiencies. 

It  has  been  argued  that  consolidation  would  strengthen  reg- 
ulation by  aiding  both  uniformity  and  differentiation.  At 
present,  there  are  eighty  or  ninety  separate  controlling  rail- 
way systems,  which  makes  it  difficult  to  adopt  uniform  policies 
for  the  whole  country.  Reasonably  uniform  standards  are 
desirable  and  m-ake  effective  regulation  much  easier.  It  is 
reasonable  to  suppose  that  with  only  nineteen  great  systems  to 
deal  with,  such  standards  could  be  more  easily  attained.  On 
the  other  hand,  it  is  argued  that  the  establishment  of  a  small 
number  of  consolidated  systems  would  enable  the  Interstate 
Commerce  Commission  to  establish  regional  branch  offices 
through  which  it  could  deal  promptly  with  local  matters,  many 
of  which  now  have  to  be  handled  at  Washington. 

2.  The  second  chief  line  of  argument  in  favor  of  consolida- 
tion is  that  it  would  promote  economy  in  service.  It  may 
reasonably  be  anticipated  that  with  consolidation  there  would 
be  somewhat  less  duplication  of  effort  and  organization.  There 
could  in  some  cases  be  more  direct  routing  of  freight  with  less 
roundabout  hauls.  The  movement  of  freight  in  solid  through 
trains  might  be  encouraged  and  some  switching  would  be  elim- 
inated.   Of  course,  there  would  be  less  interline  accounting. 

One  of  the  most  important  gains,  it  is  urged,  would  come 
in  the  matter  of  car  supply.  A  larger  percentage  of  the  freight 
cars  of  the  country  would  be  on  their  "home"  lines  which 
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would  result  in  much  less  delay  on  side  tracks  and  hauling  of 
empty  cars,  which  are  inevitable  when  a  large  part  of  the  cars 
in  use  on  any  given  road  belong  to  other  carriers. 

All  these  are  important  advantages,  and,  to  the  extent  that 
consolidation  would  bring  them  about,  it  would  tend  to  reduce 
railway  operating  expenses.  (It  might,  however,  cause  in- 
creases in  other  ways.) 

3.  One  of  the  purposes  of  the  scheme  is  to  preserve  compe- 
tition by  strengthening  weak  roads  and  that  this  desirable  result 
could  be  secured  by  consolidation  is  one  of  the  arguments  in 
its  favor.  When  roads  are  weak  because  they  do  not  have 
access  to  cheap  supplies  of  fuel,  by  combining  them  with  roads 
that  have  such  access  they  could  be  strengthened.  When  roads 
occupy  circuitous  routes  between  the  main  traffic  centers,  con- 
necting them  with  more  advantageously  located  lines  would 
enable  them  to  secure  a  share  of  through  business  on  equal 
terms.  By  combining  overcapitalized  roads  with  those  which 
are  conservatively  capitalized — if  that  is  possible — a  reason- 
able average  burden  of  capitalization  may  sometimes,  at  least, 
be  secured,  and  the  stronger  credit  of  the  consolidated  group 
would  enable  the  weaker  roads  to  secure  more  reasonable  fixed 
charges  by  refunding  operations  and  substituting  stocks  for 
bonds.  The  elimination  of  independent  weak  roads  would 
tend  to  do  away  with  destructive  competition  and  reduce  the 
mileage  of  railways  in  the  hands  of  receivers. 

4.  It  is  hoped  that  a  general  strengthening  of  railway 
credit  would  result  which  would  enable  the  carriers  to  secure 
the  capital  required  to  provide  the  track,  terminal,  and  equip- 
ment facilities  needed  to  handle  the  expanding  business  of  the 
nation. 

Argument  Against  the  Consolidation  Plan — the  More 
Fundamental  Objections. — Some  of  the  objections  to  the  con- 
solidation plan  are  of  great  weight  and  all  should  be  carefully 
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considered.  There  are  three  kinds  of  objections  or  criticisms : 
some  concern  the  fundamental  difficulties  of  any  general  plan 
of  consolidation;  others  point  out  the  shortcomings  or  limi- 
tations of  the  scheme  as  a  complete  remedy;  still  others  merely 
deal  with  particular  defects  in  the  details  of  the  scheme  as  out- 
lined by  the  Commission. 

Among  the  more  fundamental  objections  to  consolidation 
in  general  are  the  following: 

1.  Mere  consolidation  will  not  remove  the  source  of  the 
weakness  of  many  "weak"  roads.  It  would  be  merely  gloss- 
ing over  a  bad  situation  to  combine  them  with  strong  roads 
and  might  be  unfair  to  the  latter.  There  are  many  causes 
of  weakness,  including  general  overbuilding  (as  in  the 
Northwest  and  Southwest),  unwise  rate  reductions  or  ad- 
justments, inefficient  management,  lack  of  access  to  originat- 
ing or  interchange  traffic  centers,  and  overcapitalization. 
It  may  even  be  found  that  the  best  way  to  strengthen  some 
of  our  weak  lines  would  be  to  break  them  up  into  smaller 
parts  which  would  be  more  efficiently  adapted  to  local 
conditions.  What  is  needed  is  a  careful  study  of  the  cause 
of  weakness  in  each  case  and  the  application  of  a  remedy 
based  on  that  cause. 

2.  The  plan  of  forming  a  small  number  of  equal  consoli- 
dated groups  is  too  drastic  and  rigid. 

(a)  It  would  not  allow  for  desirable  independence  of 
certain  "bridge"  lines  which  have  as  their  chief  function  the 
connection  between  the  great  systems  of  through  transporta- 
tion. 

(b)  It  would  affect  adversely  some  communities. 

(c)  It  would  not  be  wise  to  apply  it  uniformly  both  to 
old,  well-established  territories  in  which  the  railway  net  is 
complete  and  to  newer  territories  in  which  trade  channels 
are  not  thoroughly  established. 

3.  It  would  create  new  problems  of  management  which 
would  be  as  numerous  as  those  which  it  might  solve.  It  would 
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be  a  disruption  of  the  present  efficient  supervisory  groups 
and  of  loyalty  in  the  ranks.  It  would  be  difficult  to  get 
enough  men  sufficiently  endowed  with  the  qualities  of  leader- 
ship and  vision  required  to  direct  the  proposed  great  systems. 
4.  It  is  pracitically  impossible  to  combine  the  two  ideals  of 
equal  competitive  strength  and  equal  financial  strength.  If 
the  systems  are  to  be  made  primarily  on  the  basis  of  main- 
taining equal  competition  it  will  hardly  be  possible  at  the 
same  time  to  make  them  equally  strong  financially. 

Other  Objections. — Other  objections  are  less  fundamental 
and  more  negative.  They  point  out  that  consolidation,  after 
all,  is  no  panacea.  Above  all,  it  will  not  solve  the  terminal 
question.  To  develop  a  system  of  complete  coordination  of 
terminals  at  our  great  traffic  centers,  requires  cooperation 
among  all  railways  touching  at  those  centers,  and  also  coopera- 
tion among  the  federal,  state,  and  local  governments.  This 
last  requirement  is  notably  true  at  New  York.  To  secure  such 
cooperation,  a  system  of  consolidation  into  a  few  groups  would 
not  sufifice.  Obviously,  too,  consolidation  does  not  touch 
directly  the  labor  problem  nor  the  problem  of  maladjustment 
of  rates. 

Criticism  of  Particular  Groupings. — Numerous  objections 
have  been  raised  to  the  details  of  the  particular  plan  of  con- 
solidation proposed  by  the  Commission,  of  which  only  a  few 
of  the  more  important  need  be  mentioned  here. 

One  type  of  objection  is  illustrated  by  those  who  oppose 
the  breaking  up  of  the  group  now  composed  of  the  Northern 
Pacific,  the  Great  Northern,  and  the  Chicago,  Burlington 
and  Ouincy.  This  is  a  long-standing,  successful  grouping 
and  one  which  probably  allows  suflficient  competition.  The 
proposed  New  England  group  calls  forth  other  objections,  such 
as  that  it  does  not  provide  suflficient  competition  within  New 
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England  and  that  the  operating  expenses  of  all  New  England 
roads  are  so  high  that  if  placed  in  a  separate  group  they  would 
still  have  to  charge  higher  rates  than  obtain  elsewhere.  The 
Illinois  Central  objects  to  being  grouped  with  the  Seaboard 
Air  Line,  on  the  ground  that  the  two  are  competitors  and  that 
they  do  not  exchange  traffic. 

This  latter  grouping  also  seems  objectionable  from  the 
public  stand-point.  Middlewestern  points  and  northeastern 
points  are  in  competition  for  the  markets  of  the  Southeast,  and 
market  competition  is  the  most  important  kind  of  railway  com- 
petition. It  would  seem  wiser  to  break  up  the  control  of  the 
Louisville  and  Nashville  by  the  Atlantic  Coast  Line  than  to 
weaken  market  competition  further  by  consolidating  the  re- 
maining roads  which  serve  the  competing  sections  independ- 
ently. 

Another  type  of  objection  concerns  the  transcontinental 
situation.  No  arrangement  is  made  for  a  coast-to-coast  all- 
rail  system,  yet  the  Southern  Pacific  is  apparently  to  maintain 
its  water  lines  from  Galveston  and  New  Orleans  to  New  York. 

Finally,  the  author  would  suggest  that  it  would  be  logical 
to  provide  a  north  and  south  system  for  the  Great  Plains  area 
which  would  be  comparable  with  the  Illinois  Central  system 
in  the  Mississippi  Valley.  As  the  western  territory  develops 
it  will  probably  become  increasingly  important  that  the  terri- 
tory north  and  west  of  Kansas  City  should  have  an  independ- 
ent north  and  south  line  to  connect  with  the  Gulf  at  Galveston. 
Market  competition  requires  that  St.  Louis  and  Kansas  City 
should  have  separate  carriers  to  the  Gulf. 

The  New  England  Grouping. — With  further  reference  to 
New  England,  it  is  the  author's  opinion  that  the  apparent  drift 
toward  consolidating  the  New  England  lines  without  making 
any  of  them  a  part  of  the  Trunk  Line  groups,  is  a  mistake. 
The  great  traffic  center  of  New  England  is  Boston  and  that 
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city  is  in  competition  with  New  York,  Philadelphia,  Baltimore, 
and  Norfolk.  If  New  England  is  to  hold  her  own  in  com- 
merce and  manufactures,  it  would  seem  wise  to  adopt  some 
scheme  whereby  at  least  one  road  which  serves  Boston  would 
be  a  part  of  a  strong  Trunk  Line.  This  function  the  Boston 
and  Albany,  under  the  control  of  the  New  York  Central,  does 
not  fill  satisfactorily.  Perhaps  no  completely  satisfactory- 
solution  is  possible,  since  the  available  Trunk  Lines  all  appear 
to  have  as  their  natural  terminals  some  one  of  Boston's  com- 
petitors. It  seems  unfortunate,  however,  that. the  New  Eng- 
land ports  should  be  dependent  on  Canadian  carriers  for 
effective  competition.  Some  such  scheme  as  the  Commission's 
"New  England-Great  Lakes"  system,  with  the  Delaware  and 
Hudson  as  the  connecting  link  between  New  England  and  a 
Trunk  Line  connection,  seems  to  be  the  best  that  has  been  yet 
proposed. 

Arguments  Against  Consolidation  the  Stronger. — On  the 
whole,  the  arguments  against  any  general  scheme  of  consoli- 
dation to  be  enforced  at  the  present  time,  appear  to  be  the 
stronger.  It  seems  highly  probable  that,  while  in  some  cases  a 
weak  road  might  actually  be  strengthened  by  consolidation, 
there  arc  too  many  cases  in  ivhich  weakness  is  due  to  causes 
that  consolidation  zi'ould  not  remove.  It  is  to  be  hoped  that  as 
the  Commission  studies  further  it  will  modify  its  scheme  in  the 
direction  of  greater  elasticity  and  that  less  attention  will  be 
given  to  the  ideal  of  a  symmetrical  series  of  groups  of  equal 
size.  After  all,  these  things  are  not  essential  and  equal  com- 
petitive strength  does  not  depend  upon  them.  The  objection 
on  the  score  of  management  is  problematical.  When  one 
remembers  what  was  done  by  Harriman  in  the  course  of  a 
few  years  and  considers  the  efficient  organization  of  the  vast 
and  complex  Pennsylvania  system,  one  may  feel  that  the 
difficulties  are  not  insuperable.     But  there  are  few  Harrimans, 
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and  it  Is  likely  that  a  system  which  is  so  large  that  the  general 
officers  cannot  be  in  close  touch  with  all  parts  will  suffer  in 
efficiency  of  management,  especially  when  it  operates  in  differ- 
ent rate  territories.  Furthermore,  there  are  few  such  rich 
territories  as  that  covered  by  the  Pennsylvania  lines. 

Need  of  Caution. — As  a  result  of  the  foregoing  analysis  of 
the  purposes  and  plan  of  the  railway  consolidation  measure 
and  of  the  conflicting  arguments  for  and  against  it,  a  number 
of  conclusions  seem  to  stand  out  as  fairly  certain. 

The  plan  is  not  a  cure-all. 

The  particular  plan  put  forth  by  the  Interstate  Commerce 
Commission  is  not  completely  satisfactory  and  is  to  be  regarded 
as  highly  tentative.  It  is  to  be  hoped  that  much  further  study 
will  be  given  before  it  is  adopted.  Judging  by  its  reception 
thus  far,  compulsion  would  be  necessary  to  secure  the  adoption 
of  this  or  any  general  plan.  In  view  of  the  complexity  and 
magnitude  of  the  matter,  great  care  is  needed  and  it  is  the  part 
of  wisdom  to  go  slow,  remembering  that  terrible  confusion 
would  result  from  a  mistake  and  that  it  would  be  very  difficult 
to  unscramble  an  undesirable  group. 

It  is  the  part  of  wisdom  to  give  up  the  idea  of  symmetry 
and  uniformity  in  size  for  a  more  practical  and  elastic  system. 
The  immediate  confusion  and  disruption  of  credit  which  would 
result  from  violent  disturbance  of  present  arrangement  in 
some  cases,  would  not  be  sufficiently  compensated  by  the  advan- 
tages in  sight.  In  other  cases,  it  is  desirable  to  allow  the 
separate  existence  of  relatively  small  independent  carriers 
which  perform  a  service  equally  for  other  systems,  as  is  the 
case  with  such  lines  as  the  Chicago  and  Eastern  Illinois,  and 
the  Richmond,  Fredericksburg  and  Potomac. 

In  order  to  sum  up  the  foregoing  thoughts,  we  may  form- 
ulate some  general  principles  which  should  govern  in  the 
consolidation  of  the  railways  in  this  country.  First,  a  few 
negative  points : 
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1.  The  size  of  a  system  is  of  no  importance.  In  creating 
a  limited  number  of  systems  some  may  have  20.000  miles 
of  line  and  others,  1,000,  or  less.  Symmetry  is  not  a  source 
of  strength. 

2.  Weakness  among  railways  is  due  to  a  variety  of  causes, 
many  of  which  have  no  connection  with  consolidation  and 
would  not  be  removed  thereby, 

3.  Rates  do  not  have  to  be  made  uniform  for  large  terri- 
tories. Simplicity  in  rate  regulation  is  best  secured  not  by 
making  large  systems  which  cover  territories  with  diverse 
traffic  problems  but  by  making  smaller  groups  within  which 
conditions  would  be  more  uniform. 

4.  It  should  be  clearly  recognized  that  there  are  inconsis- 
tent elements  in  the  bases  proposed  by  Congress  for  con- 
solidation and  there  should  be  a  logical  and  courageous  facing 
of  the  problem.  The  Commission  is  directed  to  preserve  ex- 
isting channels  of  commerce  as  far  as  possible,  but  we  know 
that  it  is  just  those  existing  channels  which  may  be  the 
source  of  weakness  or  absence  of  competition  in  certain 
cases.  The  same  may  be  said  of  the  injunction  not  to  dis- 
turb corporate  organization. 

On  the  positive  side,  there  are  the  following  conclusions : 

1.  A  wise  consolidation  policy  must  recognize  the  different 
stages  in  the  development  of  our  railway  net  and  traffic  in 
different  parts  of  the  country.  A  large  part  of  the  country 
is  not  ready  for  a  consolidation  program.  The  most  that 
should  be  done  is  to  make  an  intensive  study  of  the  trend  of 
traffic,  just  as  one  would  do  in  city  planning,  to  determine  the 
tendencies  and  the  apparently  advantageous  developments 
and  then  guide  voluntary  consolidation. 

2.  The  bases  for  sound  consolidation  lie  in  the  fundamen- 
tal factors  which  make  for  profitable  railway  operation, 
namely,  efficient  management,  advantageous  routes,  and  ac- 
cess to  adequate  sources  of  originating  and  interchange 
traffic.  These  three  things  should  be  considered  with  refer- 
ence to  each  consolidation  proposed  and  unless  these  essen- 


560  GOVERNMENT   REGULATION  IN   U.  S.  [Pt.  VI 

tials  can  better  be  provided  by  consolidation  the  roads  should 
be  left  alone. 

3.  Open  bridge  and  terminal  lines  are  often  desirable  and 
consolidation  should  recognize  this  by  leaving  such  lines,  no 
matter  hovi^  short,  in  an  independent  position. 

4.  To  facilitate  rate  regulation  a  plan  for  consolidation 
must  carefully  consider  the  different  rate  structures  existing 
in  various  rate  adjustment  territories.  By  maintaining 
smaller  rate  territories  it  is  possible  to  provide  for  lines 
which  are  and  will  long  be  fundamentally  weak  by  local  rate 
adjustments. 

5.  To  preserve  competition,  consolidation  must  pay  chief 
attention  to  commercial  or  market  rivalries  among  cities  and 
producing  areas,  and  to  this  end  important  centers  should  be 
served  by  some  carriers  which  are  independent  of  those 
serving  competing  centers. 

We  must  not  forget  that  the  United  States  is  a  very  dif- 
ferent country  from  England,  not  only  in  the  fact  that  it  is 
much  larger  and  divided  into  sections  with  diverse  interests, 
but  also  that  its  transportation  system  is  not  so  near  to  com- 
pletion and  final  development.  England  can  well  compel  a 
consolidation  of  her  railways  into  groups  within  a  period  of 
three  years.  It  would  be  better  for  the  United  States  to  move 
more  cautiously.  Let  the  Interstate  Commerce  Commission 
develop  the  best  possible  scheme  in  the  light  of  present  con- 
ditions and  deal  with  future  new  constructions,  extensions, 
and  consolidations  in  such  a  way  as  to  tend  toward  conformity 
with  that  scheme,  but  do  not  force  all  the  carriers  of  the 
country  to  any  rigid  grouping  of  consolidation. 

The  Railway  Labor  Problem 

The  Problem. — The  railways  are  public  utilities  having 
special  obligations  to  society.     The  laborers  who  man  the  rail- 
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ways,  however,  retain  their  private  organization  and  the  right 
to  strike,  much  as  do  laborers  in  other  kinds  of  industry.  It 
is  in  this  anomalous  situation  that  a  large  part  of  the  railway 
problem  lies.  In  other  words,  the  problem  is  to  secure  some 
means  of  adjusting  wages  and  working  conditions  in  the  rail- 
way business  which  will  recognize  the  paramount  interest  of 
society  in  the  economic  and  continuous  functioning  of  trans- 
portation. 

By  the  Transportation  Act  of  1920,  the  Railway  Labor 
Board  (abolished  in  ]\Iay  1926)  was  established  and  authorized 
to  investigate  and  make  findings  concerning  wages  and  working 
conditions.  The  Labor  Board,  however,  had  no  power  to  en- 
force its  findings  other  than  through  publicity.  The  purpose  in 
establishing  the  Board  was  to  settle  railway  labor  disputes  by 
arbitration  and  publicity.  The  great  failure  of  the  Board  which 
was  recorded  in  the  shopmen's  strike  of  1922,  soon  led  to  two 
questions  concerning  the  adequacy  of  the  existing  provisions. 
First,  should  the  Labor  Board  be  kept  as  a  separate  organiza- 
tion apart  from  the  Interstate  Commerce  Commission  ?  Second, 
shouW  it,  or  some  other  body,  be  given  greater  powers  of 
compulsion  ? 

Relation  of  Labor  Board  to  Interstate  Commerce  Com- 
mission.— \\'ith  reference  to  the  relation  between  the  Board 
and  the  Interstate  Commerce  Commission,  it  soon  Ixcame  evi- 
dent that  the  situation  was  not  satisfactory.  The  Interstate 
Commerce  Commission  determines  rates  and  the  Labor  Board 
endeavored  to  determine  wages,  but  wages  partly  depend  upon 
rates  and  rates  partly  depend  upon  wages.  This  circularity 
exists  in  the  nature  of  the  situation  and  the  question  of 
priority  between  linage  findings  and  rate  findings  zi-wild  c.vist 
even  if  the  Interstate  Commerce  Commission  h-ad  complete 
control.  (In  fact,  it  exists  on  any  single,  unregulated,  private, 
railway.)  But  under  the  established  organication,  the  Inter- 
state Commerce  Commission  has  control  over  so  many  factors 
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in  the  situation,  u'liilc  the  Labor  Board  had  control  over  so 
few,  that  it  was  not  logical  to  expect  the  latter  to  make  the  final 
decision  on  wages. 

In  making  wages,  the  demand  for  transportation  must  be 
considered  and  especially  the  prospective  gross  earnings  arising 
from  rates  and  volume  of  traffic.  Allowance  must  be  made 
for  cost  of  materials  and  supplies  and  for  the  maintenance 
and  replacement  of  plant  and  equipment.  Then  the  gross 
earnings  have  to  be  shared  among  labor,  enterprise,  and  in- 
vestors; which  makes  it  necessary  to  consider,  respectively, 
the  supply  and  demand  of  each  class  of  labor  required,  of 
executive  ability,  and  of  capital.  Now  the  Interstate  Commerce 
Commission  has  jurisdiction  over  most  of  these  matters.  It 
fixes  rates  and  deals  with  investment  valuation,  determination 
of  "fair  returns,"  capitalization,  construction,  and  deprecia- 
tion accounts.  These  things  cover  a  large  part  of  the  process 
in  which  wages  must  be  determined,  including  ( i )  the  joint 
demand  for  labor  and  the  other  factors  of  production,  and 
(2)  the  supply  of  all  the  factors  other  than  labor. 

Labor  Board  Not  in  Position  to  Determine  Wages. — 
The  logical  conclusion  from  this  reasoning  is,  first,  the  negative 
one  already  expressed  :  that  the  Labor  Board  was  not  in  a  posi- 
tion to  make  linal  determination  of  wages.  It  could  logically 
certify  to  the  Commission  the  facts  concerning  the  supply  of 
labor.  It  could  ascertain  and  report  what  should  constitute  a 
necessary  minimum  wage  based  on  cost  and  supply  conditions 
affecting  labor.  But  wages  should  not  be  made  regardless  of 
demand,  which  means  a  consideration  of  what  the  traffic  will 
bear  and  the  abundance  and  requirements  of  other  factors  of 
production,  such  as  enterprise  and  capital. 

It  therefore  seems,  either  that  the  Interstate  Commerce 
Commission  should  make  the  final  determination  of  wages  or 
that  a  third  body  which  would  receive  data  from  the  Commis- 
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sion  and  a  labor  board,  should  do  so.  It  may  have  been  possible 
to  continue  with  the  old  arrangement,  but  it  is  certain  that 
under  that  arrangement  there  would  always  be  a  lack  of 
coordination  and  an  absence  of  clear-cut  functioning  which 
would  prevent  the  best  results. 

A  labor  board  is  desirable  and  during  the  experimental 
stage  there  was  some  advantage  in  having  it  separate, 
but  it  should  either  be  made  a  bureau  of  the  Interstate  Com- 
merce Commission  or  its  findings  should  be  limited  to  matters 
of  lalx)r  cost,  supply,  and  performance,  and  be  certified  to  the 
Commission  (or  some  third  body)  for  final  decision  on  wages. 

Need  of  Settling  Labor  Controversies  Without  Strikes. — 
Whatever  the  arrangement,  it  seems  clear  that  we  must  ulti- 
mately come  to  some  method  of  establishing  wages  and  work- 
ing conditions  for  railway  labor  which  can  be  enforced  without 
strikes  or  lockouts.  This  may  or  may  not  be  called  compulsory 
arbitration,  but  the  results  aimed  at  by  compulsory  arbitration 
are  what  we  want.  We  regulate  the  conduct  of  railway  enter- 
prise and  subject  the  capital  and  adminstrative  ability  employed 
in  this  industry  to  numerous  restrictions.  We  control  con- 
struction, the  issuance  of  securities,  interlocking  directorates, 
the  investment  account,  and  the  return  on  investment.  It 
therefore  seems  logical  that  there  should  be  more  regulation  of 
the  conditions  under  which  labor  functions,  for  the  purpose  of 
insuring  cooperation  with  capital  and  enterprise  and  prevent- 
ing selfish  and  shortsighted  labor  policies. 

To  this  end,  it  is  suggested  that  more  power  be  given  to  the 
government,  if  that  be  required,  and  that  it  be  made  the  duty 
of  the  appropriate  branch  of  the  government  to  investigate 
labor  disputes  and  subpcena  witnesses.  Reports  based  on  such 
investigation  should  be  published  promptly  and  a  sufficient 
delay  in  declaring  strikes  and  lockouts  be  required  to  insure 
due  consideration  of  all  angles  of  the  problem.     When  a  vote 
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is  taken  by  a  labor  organization  on  declaring  a  strike,  the 
balloting  should  be  under  the  supervision  of  the  government 
(just  as  the  issue  of  securities  and  the  making  of  rates  are 
controlled),  and  every  precaution  should  be  taken  to  insure 
that  the  issue  is  fairly  presented  to  the  men  and  that  the  vote 
fairly  expresses  their  opinion.  These,  and  other  measures 
which  might  be  suggested,  would  allow  such  individual  initia- 
tive on  the  part  of  labor  as  is  desirable,  but  would  regulate  labor 
activity  in  view  of  the  fact  that  it  is  functioning  in  a  public 
utility  industry. 

Giving  Labor  a  Share  in  Management. — The  foregoing 
suggestions  are  in  accord  with  allowing  lalx)r  to  participate 
in  management.  It  seems  clear  that  if  cooperation  between 
labor  and  capital  is  to  amount  to  anything,  labor  must  share 
in  management.  At  the  very  least,  labor  should  have  such 
contact  with  the  executive  side  of  the  business  of  transporta- 
tion that  it  would  know  what  are  the  costs,  earnings,  and 
problems  of  the  company  with  which  it  is  working.  This 
suggestion  is  purposely  left  very  vague  and  general,  but  con- 
siderable progress  has  l^een  made  along  the  line  indicated  in 
some  industries.  It  may  be  noted  that  some  consolidation  of 
railways  into  larger  groups  might  make  it  easier  to  get  the 
cooperation  suggested.  Such  cooperation  can  only  come  when 
the  employer  and  the  employee  are  interested  in  similar  things, 
as  they  are  when  they  are  parts  of  the  same  company.  At  the 
present  time,  however,  there  are  so  many  different  companies 
that  the  best  results  are  not  possible.  Some  are  wisely  and  in- 
telligently managed,  while  others  are  not.  '  Probal)ly  there  are 
not  enough  wise  leaders  to  go  around.  Some  consolidation, 
therefore,  would  insure  a  community  of  interest  in  a  single 
company  and  would  at  the  same  time  reduce  the  companies 
to  so  small  a  nunxl:>er  that  we  might  expect  uniformly  good 
results. 
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Adjusting  Wages  to  Cost  of  Living. — One  further  sug- 
gestion which  the  author  would  make  is  that  in  the  railway 
business  wages  should  be  adjusted  according  to  changes  in 
the  cost  of  living — this  for  the  purpose  of  eliminating  peren- 
nial wage  disputes.  There  is  nothing  original  or  novel  in  this 
suggestion,  and  its  adoption  by  England  makes  it  now  seem 
more  feasible.  The  main  outlines  of  the  idea  are  that  a  stand- 
ard minimum  rate  of  payment  be  determined  upon  and  that  an 
index  of  the  cost  of  living  be  adopted.  Every  rise  or  fall  of 
reasonable  magnitude  in  this  cost  of  living  index  should  be 
reflected  in  due  course  in  a  proportionate  change  in  the  rate  of 
wages.  No  decrease  should  Ije  made  in  wages  l^elow  the  stand- 
ard minimum,  however,  unless  a  specially  large  and  continuous 
decrease  in  the  cost  of  living  index  should  occur. 

In  England  the  statistics  of  the  Ministry  of  Labor  provide 
data  on  the  cost  of  hving,  and,  under  the  provisions  of  a  sliding 
scale  arrangement,  for  each  rise  or  fall  of  five  full  points  in 
the  cost  of  living  there  would  be  an  increase  or  decrease  of  one 
shilling  per  week  in  wages.  This  arrangement  has  been  in 
effect  for  some  time  and  under  it  wages  have  been  both 
advanced  and  reduced. 

The  scheme  seems  reasonable.  The  chief  problem  would 
lie  in  the  determination  of  the  standard  minimum  rate  of  wages, 
but  that  is  not  insoluble,  and  thereafter  the  question  of  wages 
would  be  automatically  settled  by  variations  in  cost  of  living. 
Provision  for  changing  standards  of  living  might  be  made  by 
authorizing  the  determination  of  a  new  standard  minimum 
wage  once  every  ten  years. 

Government  Ownership 

The  Two  Extremes :  Unregulated  Private  Operation  and 
Government  Operation. — There  are  two  extremes  possible  in 
the  relation  between  business  and  government — the  business 
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may  be  left  unregulated  in  the  hands  of  private  enterprise,  or 
it  may  be  taken  over  by  the  government  and  operated  without 
the  participation  of  any  private  enterprise.  Both  of  these  ex- 
tremes have  their  weaknesses,  and  the  problem  in  the  United 
States  has  been  to  arrive  at  the  golden  mean  between  them. 

We  need  not  discuss  the  shortcomings  of  unregulated, 
private  enterprise,  but  it  is  important  to  point  out  that  under 
government  ownership  and  operation  we  should  have  the  same 
disadvantages.  It  is  an  old  saying  that  "extremes  meet,"  and 
thoughtful  persons  have  long  recognized  that  extreme  individ- 
ualism and  extreme  socialism  come  to  pretty  much  the  same 
thing. 

The  Extremes  Meet. — In  the  case  of  railway  operation, 
the  extreme  type  of  individualistic  operation  is  illustrated  by 
the  classic  expression  of  one  of  the  old  railway  leaders,  "The 
public  be  damned."  What  the  railway  man  meant  was  that 
he  differed  decidedly  with  that  part  of  the  public  which  did 
not  agree  with  him.  Now,  if  we  were  to  have  complete  govern- 
ment operation,  it  would  be  found  that  necessarily  the  railways 
would  be  so  conducted  as  to  rates  or  service  that  a  part  of  the 
citizens  would  not  be  pleased.  Necessarily,  the  government 
would  resort  to  a  pretty  high  degree  of  standardization  and 
uniformity,  and  necessarily  the  railways  would  be  run  in  con- 
formity with  the  ideas  of  a  controlling  grouj). — not  necessarily 
the  majority.  This  practically  amounts  to  having  that  group 
say,  "The  rest  of  you  be  damned,"  and  that  might  mean  very 
much  the  same  thing  as  the  original  expression. 

Discriminations  under  individualistic  operation  find  ex- 
pression in  the  unequal  treatment  of  different  individuals  whose 
needs  or  interests  are  similar.  Under  the  more  uniform 
government  operation,  we  would  also  find  discriminations, 
arising  from  the  equal  treatment  of  different  individuals  whose 
needs  or  interests  are  dissimilar.     In  dealing  with  the  unregu- 
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lated,  private  railway  corporation,  a  shipper  or  a  community 
of  shippers  may  be  confronted  by  selfishness,  greed,  and  arbi- 
trary decisions ;  in  dealing  with  a  government  bureau,  would 
not  the  same  individual  shipper  or  community  of  shippers  have 
an  equally  unsatisfactory  experience  in  finding  that  the  bureau 
represented  some  selfish  group  in  the  nation  ("the  East?"  "the 
West?"  farmers?  lumber  producers?  coal  mining  interests?) 
and  was  subject  to  the  red  tape  which  usually  hampers  the 
action  of  authority  delegated  to  governmental  departments? 
In  fact,  over  against  the  evils  of  speculative  control  by  in- 
dividuals, we  may  set  political  control  and  the  influence  of  tem- 
porary political  expediency  under  government  ownership;  and 
against  the  overhasty  short-time  policy  of  individual  manage- 
ment, we  may  set  the  overslow  and  possibly  too-long-time 
policies  of  the  state.  It  seems  certain  that  to  pass  from  the 
extreme  of  unregulated  private  operation  to  the  extreme  of 
government  operation  would  lead  us  far  from  the  golden  mean 
of  private  initiative  harnessed  and  controlled  in  the  interest 
of  the  public. 

The  Problem  Different  in  This  Country. — It  is  ever  to  be 
remembered  that  our  government  is  different  in  important  re- 
spects from  most  of  those  in  which  government  ownership  has 
been  tried  with  more  or  less  success.  In  the  first  place,  the  ter- 
ritory and  diversity  of  industrial  development  found  within 
the  United  States  make  the  problem  very  difficult  from  that 
in  Switzerland,  or  Germany,  or  Italy.  The  very  magnitude 
of  railwav  operations  here  is  probably  of  some  importance  as 
a  dift'erence,  but  it  is  the  complexity  arising  from  diversifi- 
cation that  is  most  important. 

In  the  second  place,  our  political  ideals  are  different  from 
those  in  such  countries  as  Germany.  There  are  few  countries 
in  which  the  idea  of  individual  initiative  is  so  dominant  as 
in   the    United   States.      Here   we   seek   the   common    welfare 
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through  the  intelligent  cooperation  of  individuals,  and  rely 
largely  on  education  to  develop  the  basis  for  such  ijitelligent 
cooperation.  If  we  cannot  rely  upon  these  things  in  dealing 
with  the  railway  business,  we  shall  be  admitting  that  our  ideals 
are  impracticable. 

Our  Political  Organization  Not  Suitable  for  Business 
Operations. — In  the  third  place,  our  political  organization, 
whatever  its  merits  in  other  respects,  is  not  adapted  to  the  ad- 
ministration of  business  enterprise.  There  is  in  it  too  much  of 
what  every  American  knows  as  "politics."  The  labor  problem 
would  be  especially  threatening  under  a  regime  of  government 
operation,  and  the  fact  that  labor  leaders  of  a  certain  type 
appear  to  desire  such  operation  is  evidence  that  they  see  in  it 
opportunities  for  securing  special  advantages  which  may  not 
be  consistent  with  the  best  interests  of  society.  Under  govern- 
ment operation  it  would  be  more  difficult  than  ever  to  hold  the 
balance  in  sectional  and  class  rate  questions,  and  it  is  to  be 
emphasized  that  the  rate  structure  can  only  be  best  for  the  long- 
run  interests  of  society  when  it  is  made  on  an  economic  basis. 
If  rates  were  to  be  made  on  the  basis  of  votes  instead  of  on 
the  basis  of  costs  and  demand  for  transportation  service,  there 
would  l3e  colossal  waste  and  economic  loss. 

It  is  said  that  the  National  Transcontinental  railway  in 
Canada  constructed  a  line  extending  200  miles  north  from 
Montreal — ^beyond  any  settlement  sufficient  to  warrant  a  rail- 
way— for  the  chief  purpose  of  winning  votes  in  eastern 
Canada.  The  cost  was  something  like  $150,000  per  mile. 
Other  cases  of  a  similar  kind  are  available  in  Canadian  ex- 
perience with  government  ownership. 

Under  government  ownership  and  operation  there  appears 
to  be  nothing  that  would  compel  a  counting  of  the  costs  of 
building  and  operating  railways.  The  almighty  ballot  would 
take  the  place  of  the  "almighty  dollar."     Railways  would  be 
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built  and  "improvements"  made  where  there  is  a  majority — 
perhaps  somewhat  as  post-offices  and  river  improvements  are 
to-day — and  there  would  be  little  incentive  to  the  reduction 
of  oi)erating  expenses,  since  as  costs  increase,  taxes  might  be 
relied  upon  to  make  up  deficits.  Certainly,  so  long  as  we  have 
Congresses  which  deal  with  matters  such  as  the  tarifif  and  the 
proposed  "soldier's  bonus"  in  the  manner  in  which  recent 
Congresses  have  dealt,  there  is  little  hope  that  we  could  expect 
a  businesslike  management  of  our  railways  under  government 
operation. 

The  Railway  Business. — The  vital  need  in  our  thinking 
about  railways  today  is  a  realization  that  railway  transporta- 
tion is  a  business  and  nuist  be  conducted  on  what  is  meant  by 
a  business  basis,  while  at  the  same  time  we  recognize  that  the 
railway  business  has  a  public  aspect.  On  the  one  hand,  the 
railway  executives  still  should  make  some  adjustment  in  their 
attitude  to  show  that  they  have  the  new  conception  of  their 
business.  They  can  show  this  new  conception  by  more  fre- 
quently anticipating  the  desirability  of  things  which  are  now 
forced  upon  them  by  regulation.  For  example,  in  handling 
the  terminal  problem  there  is  a  great  opportunity  for  railway 
executives  to  show  that  cooperation  is  feasible,  and  the  same 
may  be  said  of  car  supply. 

They  have  shown  that  the  old  competition  in  rates  is  not 
feasible ;  now  let  them  show  that  cooperation  is. 

On  the  other  hand,  we,  the  people,  through  our  representa- 
tives, must  meet  the  new  spirit  on  the  part  of  railway  execu- 
tives half  way,  and,  by  allowing  reasonable  rates,  make  it 
possible  for  private  initiative  to  live  in  the  railway  business. 
There  is  danger  that  business  will  be  driven  out  of  railway 
operation  and  politics  step  in.  The  present  situation  cannot 
persist  if  we  are  to  insist  on  responsibility  among  railway  men 
while  keeping  all  the  power  for  the  government.     It  is  an  old 
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and  tried  principle  that  power  and  responsibility  must  go  to- 
gether. Either  we  must  assume  more  responsibility  for  the 
efficient  functioning  of  the  railways,  by  such  means  as  dealing 
firmly  with  railway  labor  and  strengthening  railway  credit  as 
required,  or  we  shall  have  to  assume  through  the  government 
the  initiative  which  we  now  expect  from  private  management. 
It  is  to  be  hoped  that  our  citizens  will  have  sufficient  vision  to 
take  the  former  course,  and  that  the  intelligent  self-interest  of 
private  railway  owners  will  lead  them  to  cooperate.  It  is  al- 
ways desirable  in  a  country  such  as  ours — and  it  is  still  possi- 
ble— to  keep  railway  transportation  on  a  business  basis. 
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GLOSSARY  OF  TRAFFIC  AND  RATE  TERMS  ^ 

Advanced  Charge.  The  amount  of  freight  or  other  charge  on  a  ship- 
ment advanced  by  one  transportation  line  to  another,  or  to  the  shipper, 
to  be  collected  from  the  consignee. 

Agency  Tariff.  A  tariff  issued  by  a  publishing  agent  for  one  or  more 
transportation  lines. 

Agreed  Weight.  The  weight  prescribed  by  agreement  between  carrier  and 
shipper  for  goods  shipped  in  certain  packages  or  in  a  certain  manner. 

All-Rail.     Entirely  by  rail  transportation. 

Anv-Quantitv  Rate.     A  rate  applicable  to  an  article  in  any  quantity. 

Arbitrary,  (a)  A  fixed  amount  which  a  transportation  line  agrees  to 
accept  in  dividing  joint  rates,  (b)  A  fixed  amount  added  to  or  de- 
ducted from  a  rate  from  one  station  to  make  a  rate  from  another 
station,  (c)  A  fixed  amount  added  to  or  deducted  from  a  rate  to 
one  station  to  make  a  rate  to  another  station. 

Arrival  Notice.     A  notice  furnished  to  consignee  of  the  arrival  of  freight. 

Astray  Freight.  Freight  bearing  marks  indicating  owner  and  destina- 
tion, but  separated  from  the  waybill. 

Average  Demurrage  Agreement.  An  agreement  made  between  a  shipper 
and  a  transportation  line  whereby  the  shipper  is  debited  for  the  time 
cars  are  held  for  loading  or  unloading  beyond  a  certain  period  and  cred- 
ited for  the  time  cars  are  released  by  him  within  a  certain  period, 
demurrage  charges  being  assessed  by  the  transportation  line,  usually  at 
the  end  of  the  month,  for  any  outstanding  debits. 

Barge.     A  flat-bottomed  boat. 

Basing  Point.  A  point  the  rates  to  and  from  which  are  used  in  construct- 
ing through  rates  between  other  points. 

Basing  Rate.  A  rate  used  only  for  the  purpose  of  constructing  other 
rates.     (See  Proportional  Rate.) 

Belt  Line.  A  short  railroad  operating  within  and/or  around  a  city. 
(See  page  490) 

BiLLFJ)  Weight.     The  weight  shown  in  waybill  and  freight  bill. 

Blanket  Rate,  (a)  A  rate  applicable  from  and/or  to  a  group  of  points, 
(b)  A  special  rate  applicable  on  several  different  articles  in  a  single 
shipment. 


'  Compiled  from  the  Freight  Traffic  Red   Book. 
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Blanket  Waybill.  A  waybill  covering  two  or  more  consignments  of 
freight. 

Break  Bulk.  To  unload  and  distribute  a  portion  or  all  of  the  contents 
of  a  car. 

Break  Bulk  Point.  A  point  at  which  a  portion  or  all  of  the  contents  of 
a  car  are  unloaded  and  distributed. 

Bulk  Freight.     Freight  not  in  packages  or  containers. 

Carload.  The  quantity  of  freight  required  for  the  application  of  a  car- 
load rate. 

Carload  Minimum  Weight.  The  least  weight  at  which  a  shipment  is 
handled  at  a  carload  rate. 

Car-Mile,  (a)  A  statistical  unit  representing  the  movement  of  one  car 
one  mile,  (b)  A  unit  used  in  comparing  freight  earnings  or  expenses 
— the  amount  earned  from,  or  the  cost  of,  hauling  a  car  of  freight  one 
mile. 

Cartage.     The  charge  made  for  hauling  freight  on  carts,  drays,  or  trucks. 

Circuitous  Route.     An  extremely  indirect  route. 

Claim.  A  demand  made  upon  a  transportation  line  for  the  payment  of 
a  loss  sustained  through  its  negligence. 

Class  Rate.  A  rate  for  a  class  to  which  articles  are  assigned  in  a  classi- 
fication. 

Class  Tariff.     A  tariff  containing  only  class  rates. 

Classification  (Freight).  A  publication  containing  a  list  of  articles 
and  the  classes  to  which  they  are  assigned  for  the  purpose  of  apply- 
ing class  rates,  together  with  governing  rules  and  regulations.  (See 
page  267.) 

Cleaning  in  Transit.  The  stopping  of  articles,  such  as  peanuts,  etc.,  at 
a  point  located  between  the  points  of  origin  and  destination  to  be 
cleaned. 

Combination  Rate.  A  rate  made  by  adding  together  two  or  more  rates 
published  in  different  tariffs.      (See  Joint  Combination   Rutc.) 

Combination  Through  Rate.  A  through  rate  made  by  adding  together 
two  or  more  rates  published  in  different  tariffs. 

Commodity  Rate:.  A  rate  applicable  to  an  article  described  or  named  in 
the  tariff  containing  the  rate. 

Commodity  Tariff.     A  tariff  containing  only  commodity  rates. 

Common  Point.     A  point  reached  by  two  or  more  transportation  lines. 

Competitive  Point.  A  point  at  which  two  or  more  transportation  lines 
compete  for  the  movement  of  traffic. 

Concealed  Damage.  A  damage  to  the  contents  of  a  package  that  extern- 
ally is  in  good  order. 

Concealed  Loss.  A  loss  from  a  package  bearing  no  indication  of  having 
been  opened. 

Consignee.     The  person  to  whom  articles  are  shipped. 
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Consignor.     The  person  by  whom  articles  are  shipped. 

Constructive  Mileage.  An  arbitrary  mileage  allowed  to  a  transporta- 
tion line  in  dividing  joint  rates,  etc.,  on  a  mileage  prorate  (not  the 
actual  mileage). 

Container.    Anything  in  which  articles  are  packed. 

Demurrage.  A  charge  made  on  cars  or  vessels  held  by  or  for  con- 
signor or  consignee,  for  loading  or  unloading,  for  forwarding  direc- 
tions, or  for  any  other  purpose. 

Density  of  Traffic.  The  amount  of  traffic  handled  per  mile  within  a 
certain  region. 

Destination.     The  place  to  which  a  shipment  is  consigned. 

Differential.  The  difference  established  between  rates  from  related 
points  of  origin,  or  to  related  points  of  destination,  or  via  different 
routes  between  the  same  points. 

Differential  R.vte.  A  rate  established  via  a  route  from  one  point  to  an- 
other by  deducting  a  certain  amount  from,  or  adding  a  certain  amount 
to  the  rate  via  another  route  between  the  same  points.  (See  StaiuUvd 
Rate.) 

Differential  Route.     The  line  or  lines  which  maintain  differential  rates. 

Distance  Rate.     A  rate  that  is  applicable  according  to  distance. 

Diversion.  A  change  in  the  route  of  a  shipment  in  transit.  (See  Rccon- 
sigiiDicnt.) 

Drilling  (Car).     The  handling  or  switching  of  cars  in  freight  yards. 

Dunnage.  The  material  used  to  protect  or  support  freight  in  or  on  cars 
and  vessels.      (Bracing,   false  floors,  meat  racks,  sawdust,  etc.) 

Embargo.    To  restrict  or  prohibit  the  acceptance  and  handling  of  traffic. 

Estimated  Weight.  The  weight  specifically  stated  in  tariffs  for  goods 
shipped  in  certain  packages,  or  in  a  certain  manner. 

Exception  Sheet.     (Sec  Exceptions  to  Classification.) 

Exceptions  to  Classification.  A  publication  containing  classification 
ratings  and  rules  different  from  the  classification  ratings  and  rules 
contained  in  a  major  classification. 

Excess  Freight.    Freight  in  excess  of  quantity  waybilled. 

Fast  Freight  Line.  Two  or  more  transportation  lines  jointly  operating 
through  fast-freight  schedules. 

Fast  Freight  Train.  A  freight  train  which  does  not  stop  at  all  of  the 
stations  on  its  route. 

Feeding  in  Transit.  The  stopping  of  shipments  of  livestock,  etc.,  at  a 
point  located  between  the  points  of  origin  and  destination  to  be  fed 
and  watered. 

Ferry  Car.     (See  Trap  Car.) 

Fixed  Charges.  Charges  which  do  not  vary  with  an  increase  or  decrease 
in  traffic. 
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Foreign  Car.  A  term  used  by  a  transportation  line  to  denote  cars  belong- 
ing to  another  transportation  line. 

Formal  Complaint.  (Before  I.  C.  C.)  A  complaint  filed  with  the  Inter- 
state Commerce  Commission  for  investigation  and  adjudication  under 
formal    procedure   provided   by   the    rules    of    the   Commission.    (See 

page   529) 

Fourth  Section  Application.  A  petition  of  a  transportation  line  to  the 
Interstate  Commerce  Commission  for  authority  to  publish  charges  not 
in  conformity  with  the  Fourth  Section  uf  the  Act  to.  Regulate  Con- 
merce  (the  "long-and-short  haul  clause"). 

Freight  Bill,  (a)  Destination  Freight  Bill.  A  bill  rendered  by  a  trans- 
portation line  to  consignee,  giving  a  description  of  the  freight,  the 
name  of  the  shipper,  point  of  origin,  weight,  and  amount  of  charges 
(if  not  prepaid),  (b)  Prepaid  Freight  Bill.  A  bill  rendered  by  a 
transportation  line  to  shipper,  giving  a  description  of  the  freight,  the 
names  of  consignee  and  destination,  weight,  and  amount  of  charges. 

Freight  Claim.  A  demand  upon  a  carrier  for  tlie  payment  of  over- 
charge or  loss  or  damage  sustained  by  shipper  or  consignee. 

Gateway.  A  point  at  which  freight  moving  from  one  territory  to  another 
is  interchanged  between  transportation  lines. 

Gondola  Car.  An  open  car  with  sides  and  ends,  used  principally  for 
hauling  coal,  sand,  etc. 

Gross  Weight,  (a)  The  weight  of  an  article  together  with  the  weight  of 
its  container  and  the  material  used  for  packing,  (b)  As  applied  to  a 
carload :  the  weight  of  a  car  together  with  the  weight  of  its  entire 
contents. 

Individual  Tariff.  A  tariff  issued  by  a  transportation  line  in  its  own 
name. 

Industrial  Carrier;  Industrial  Line;  Industrial  Road.  A  short  rail- 
road owned  or  controlled  by  one  or  more  of  the  principal  industries 
served  by  it.  It  may  be  either  a  common  carrier  with  all  the  rights 
and  obligations  attached  thereto,  or  merely  a  private  carrier  or  plant 
facility.  Moreover,  it  may,  whether  a  common  carrier  or  a  plant 
facility,  be  separately  incorporated  or  operated  merely  as  a  department 
of  the  operating  companies'  business. 

Informal  Complaints.  (Before  I.  C.  C.)  (a)  A  complaint  filed  with  the 
Interstate  Commerce  Commission  for  the  purpose  of  obtaining  its 
permission  and  authority  to  remedy  the  condition  complained  of,  the 
complainant  and  defendant  being  in  agreement  as  to  the  merits  of  the 
complaint,  (b)  A  complaint  filed  with  the  Interstate  Commerce  Com- 
mission in  a  case  which  may  be  handled  and  likely  disposed  of  by 
the  Commission  through  correspondence  with  the  parties  interested 
(See  Formal  Complaint.) 
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Initial  Carrier.     The  transportation  line  to  which  a  shipment  is  delivered 

by  the  shipper. 
Interchange    Point.     A    station    located    between    points    of    origin    and 
destination   at   which    freight   in   the   course    of    transportation   is    de- 
livered by  one  transportation  line  to  another. 
Interchange    Switching.     The    service    performed    in    transferring    cars 
from  one  transportation  line  to  another  as  a  part  of  a  transportation 
movement. 
Interchange  Track.     A  track  on  which  freight  is  delivered  by  one  trans- 
portation line  to  another. 
Interline.     Between  two  or  more  transportation   lines. 
Interline  Freight.     Freight  moving  from  one  point  of  origin  to  destina- 
tion over  the  lines  of  two  or  more  transportation  lines. 
Interline  Waybill.     A  waybill  covering  the  movement  of   freight   over 

two  or  more  transportation  lines. 
Intermediate   Point.     A  point  located   between   two  other   points   which 

are  specially  named  in  a  tariff. 

Interstate  Traffic.     Traffic  moving  from  a  point  in  one  state  to  a  point 

in  another  state;  between  points  in  the  same  state,  but  passing  through 

another  slate  en  route;  and  between  points  in  the  United   States  and 

foreign  countries. 

Inter-Terminal  Switching.    The  moving  of  cars   from  a  place  on  one 

transportation  line  to  a  place  on  another,  when  both  places  are  within 

the  switching  limits  of  the  same  station  or  industrial  switching  district. 

Intervene.     To  take  action  and  participate  in  proceedings  that  have  been 

instituted  by  others. 
Intra-Plant  Switching.     The  moving  of  cars  from  one  place  to  another 

within  the  yards  of  a  plant  or  industry. 
Intra-State  Traffic.     Traffic  having  origin,  destination  and  entire  trans- 
portation within  the  same  state. 
Intra-Terminal    Switching.     The    moving    of    cars    (other    than    intra- 
plant  switching)   from  one  place  to  another  on  the  same  transportation 
line  within  the  switching  limits  of  one  station  or  industrial  switching 
district. 
Issuing  Carrier.     The  carrier  by  which  a  tariff   is  published  or  bill   of 

lading  or  other  documents  are  issued. 
Joint  Combination  Rate.  A  joint  rate  which  is  obtained  by  adding  to- 
gether two  or  more  factors  published  in  the  same  tariff.  (See  Joint 
Through  Rate.) 
Joint  Rate.  A  rate  applicable  from  a  point  located  on  one  transportation 
line  to  a  point  located  on  another  transportation  line,  made  by  agree- 
ment or  arrangement  between  and  published  in  a  single  tariff  under 
proper  concurrence  of  all  transportation  lines  over  which  the  rate 
applies. 
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Joint  Through  Rate.  A  joint  rate  published  as  a  unit.  (See  Joint  Com- 
bination Rate.) 

Joint  Traffic.  Traffic  moving  between  stations  located  on  one  transpor- 
tation line  and  stations  located  on  another  transportation  line. 

Junction  Point,  (a)  A  point  at  which  a  branch-line  track  connects  with 
a  main-line  track,  (b)  A  point  at  which  two  or  more  transportation 
lines  interchange  freight  over  connecting  tracks. 

Knocked  Down.  A  term  denoting  that  an  article  is  partially  or  entirely 
taken  apart  (not  set  up). 

Known  Damage.  A  damage  discovered  before  or  at  time  of  delivery  of  a 
shipment. 

Known  Loss.  A  loss  discovered  before  or  at  time  of  delivery  of  a  ship- 
ment. 

Less-than-Carload.  The  quantity  of  freight  less  than  that  required  for 
the  ai)plication  of  a  carload  rate. 

Less-than-Carload  Rate.  A  rate  applicable  to  a  less  than  carload  ship- 
ment. 

Lighterage.  The  charge  made  for  transporting  freight  on  lighters  or 
barges. 

Line-Haul.  The  movement  of  freight  over  the  tracks  of  a  transporta- 
tion line  from  one  town  or  city  to  another  town  or  city  (not  a 
switching  service). 

Line-Haul  Switching.  The  moving  of  cars  within  yard  or  switching 
limits  of  a  station,  preceding  or  following  a  line-haul.  (See  Terminal 
Switching.) 

Local  Rate.  A  rate  applying  between  stations  located  on  the  same  trans- 
portation line. 

Local  Tariff.  A  tariff  containing  rates  applicable  only  between  stations 
located  on  the  same  transportation  line. 

Local  Traffic.  Traffic  moving  between  stations  located  on  the  same  trans- 
portation line. 

Local  Train.     A  train  which  stops  at  all  stations  on  its  route. 

Local  Waybill.  A  waybill  covering  the  movement  of  freight  over  a 
single  transportation  line. 

Long-and-Short  Haul  Clause.  The  Fourth  Section  of  the  Act  to  Regu- 
late Commerce  prohibits  a  transportation  line  from  charging  more 
for  a  shorter  than  for  a  longer  haul  over  the  same  route,  except  by 
special  permission  of  the  Interstate  Commerce  Commission,  hence  the 
term  "long-and-short  haul  clause." 

Marks.  Letters,  numbers  and/or  characters  placed  on  a  package  for  pur- 
poses of  identification. 

Memorandum  Bill  of  Lading.     The  duplicate  copy  of  a  bill  of  lading. 

Merchandise  Car.    A  car  containing  several  Icss-than-carload  bhipments. 
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Mileage  Rates.     Rates  applicable  according  to  distance. 

Mileage  Tariff.     A  tariff  containing  rates  applicable  according  to  distance. 

Milling  in  Transit.  The  stopping  of  grain,  lumber,  etc.,  at  a  point 
located  between  the  points  of  origin  and  destination,  for  the  purpose 
of  milling. 

Minimum  Carload  Weight.  The  least  weight  at  which  a  shipment  is 
handled  at  a  carload  rate. 

Mixed  Carload.     A  carload  of  different  articles  in  a  single  consignment. 

Overcharge.  To  charge  more  than  the  proper  amount  according  to  the 
published  rates  of  transportation  lines. 

Package  Car.  A  car  loaded  with  several  less-than-carload  shipments 
destined  for  distant  points. 

Paper  Rate.     A  published  rate  under  which  no  traffic  moves. 

Peddler  Car.  A  car  handled  by  carriers  for  less-than-carload  shipments 
from  one  consignor  only  over  a  specified  route,  the  shipments  being  de- 
livered at  points  along  the  route  direct  from  the  car  to  the  various 
consignees. 

Per  Diem  Charge.  A  charge  made  by  one  transportation  line  against  an- 
other for  the  use  of  its  cars.  The  charge  is  based  on  a  fixed  rate  per 
day 

PERISH.^BLE  FREIGHT.     Freight  subject  to  decay  or  deterioration. 

Private  Siding.     A  side-track  owned  or  leased  by  an  individual  or  firm. 

Proportional  Rate.  A  rate  specifically  published  to  be  used  only  as  a 
factor  in  making  a  combination  through  rate.  A  rate  published  from 
New  York  to  Chicago  to  apply  only  on  traffic  destined  to  points  be-> 
yond  Chicago  would  be  a  proportional   rate.     (See  Basing  Rate.) 

Proportional  Tariff.     A  tariff  containing  only  proportional  rates. 

Publishing  Agent.  A  person  authorized  by  transportation  lines  to  publish 
tariffs  of  rates,  rules  and  regulations   for  their  account. 

Rail-and-Water.     Partly  by  rail  and  partly  by  water  transportation. 

Rate  Basis.  A  formula  of  the  specific  factors  or  elements  which  control 
the  making  of  a  rate. 

Rate  Scale.     A  table  of  rates  graduated  according  to  distances  or  zones. 

Reconsign.  To  change  the  name  of  consignee  and/or  destination  of  a 
shipment  en  route.     (See  Diversion.) 

Reconsign ment.  A  change  in  the  name  of  consignee  and/or  destination 
of  a  shipment  en  route.     (See  Diversion.) 

Refining  in  Transit.  The  stopping  of  shipments  of  sugar,  oil,  etc.,  at  a 
point  located  between  the  points  of  origin  and  destination  to  be  re- 
fined. 

Repar.ation.     The  redress  of  an  injury,  or  amends  for  a  wrong  which  has 

been  done. 
Seal  (Car).     A  device  for  fastening  or  locking  the  doors  of  cars. 
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Shipper's  Load  and  Count.  A  term  denoting  that  the  contents  of  a  car 
were  loaded  and  counted  by  the  shipper  and  not  checked  or  verified 
by  the  transportation  hne. 

Shipping  Order.  Instructions  of  shippers  to  carrier  for  forwarding  of 
goods;  usually  the  triplicate  copy  of  the  bill  of  lading. 

Side-Track.  A  short  track  extending  alongside  and  connecting  at  both 
ends  with  another  track. 

Spotting  (Car).  The  placing  of  cars  where  required  to  be  loaded  or  un- 
loaded. 

Spur-Track.  A  short  track  extending  out  from  or  alongside,  and  con- 
necting only  at  one  end  with  another  track. 

Standard  Rate.  A  rate  established  via  direct  routes  from  one  point  to 
another  in  relation  to  which  the  rates  via  other  routes  between  the 
same  points  are  made.     (See  Differential  Rale.) 

Standard  Route.     The  line  or  lines  which  maintain  standard  rates. 

Station  Order  Car.  A  car  loaded  by  a  shipper  with  several  less  than 
carload  shipments  destined  to  different  points  along  the  same  route, 
the  shipments  being  loaded  in  destination  order.  A  station  order  car 
is  placed  in  a  train  without  its  contents  being  rehandled  at  the  trans- 
portation line's  terminals  at  point  of  shipment.     (See  Tral>  Car.) 

Storage  in  Transit.  The  stopping  of  freight  traft'ic  at  a  point  located 
between  the  point  of  origin  and  destination  to  be  stored  and  re- 
forwarded  at  a  later  date. 

Storage  Track.  A  track  on  which  cars  are  placed  when  not  in  service,  or 
when  held  awaiting  disposition. 

Supplement  (Tariff).  A  publication  containing  additions  to  and/or 
changes  in  a  tariff. 

Switch,  (a)  A  connection  between  two  lines  of  track  to  permit  cars  or 
trains  to  pass  from  one  track  to  the  other,  (b)  To  move  cars  from 
one  place  to  another  within  switching  limits. 

Switching.  The  moving  of  cars  from  one  place  to  another  within  switch- 
ing limits. 

Tank  Car.     A  car  used  for  transporting  liquids  in  bulk. 

Tap  Line.  A  short  railroad  usually  owned  or  controlled  by  the  industries 
which  it  serves  and  "tapping"   (connecting  with)  a  trunk  line. 

Tare  Weight,  (a)  The  weight  of  a  container  and  the  material  used  for 
packing,  (b)  As  applied  to  a  carload,  the  weight  of  the  car  exclusive 
of  its  contents. 

Tariff.  A  schedule  of  rates  charged  by  transportation  lines,  together  with 
governing  rules  and  regulations.  (See  Class,  Commodity,  Joint,  Local, 
and  Proportional.) 

Team-Track.  A  trad:  on  which  cars  are  placed  for  the  use  of  the  public 
in  loading  or  unloading  freight. 
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Terminal  Switchixg.  The  moving  of  cars  originating  at  and  destined  to 
points  within  yard  or  switching  limits.      (See  Line-Hani  Szcitching.) 

Through  Rate.  A  rate  applicable  through  from  point  of  origin  to  desti- 
nation. A  through  rate  may  be  cither  a  joint  rate  or  a  combination  of 
two  or  more  rates. 

Through  Train.     A  train  which  does  not  stop  at  all  stations  on  its  route. 

Ton-Mile,  (a)  A  statistical  unit  representing  the  movement  of  one  ton 
one  mile,  (b)  A  unit  used  in  comparing  freight  traffic,  earnings,  or, 
expenses — the  amount  earned  from,  or  the  cost  of,  hauling  a  ton  of 
freight  one  mile. 

Trace.     To  follow  the  movement  of  a  shipment. 

Tracer,  (a)  A  request  made  to  a  transportation  line  to  trace  a  shipment 
for  the  purpose  of  expediting  its  movement  or  establishing  delivery, 
(b)  A  request  for  an  answer  to  a  communication,  or  for  advice  con- 
cerning the  status  of  a  subject. 

Track  Storage.  A  charge  made  on  cars  held  on  carrier's  tracks  for  load- 
ing or  unloading  after  the  expiration  of  free  time  allowed.  The 
charge  is  generally  made  in  addition  to  demurrage  charge. 

Transit  Privilege.  A  service  granted  on  a  shipment  en  route,  such  as 
milling,  compressing,  refining,  etc. 

Transit  Rate.  A  rate  restricted  in  its  application  to  traffic  which  has 
been  or  will  be  milled,  stored,  or  otherwise  handled  in  transit. 

Trap  Car.  (a)  A  car  loaded  by  shipper  with  several  less-than-carload 
shipments  destined  to  different  points,  to  be  distributed  at  the  trans- 
portation line's  terminals  a',  the  point  of  shipment  into  other  cars  fur 
forwarding  to  their  respective  destinations,  (b)  A  car  loaded  with 
several  less-than-carload  shipments  for  one  consignee.  (See  Station 
Order  Car.) 

Trunk  Line.     A  transportation  line  operating  over  an  extensive  territory. 

Undercharge.     To  charge  less  than  the  proper  amount. 

Ventilated  Car.  A  car  equipped  with  openings  at  top,  sides  and/or  ends 
to  admit  air. 

Waybill.  A  document  prepared  by  a  transportation  line  at  the  point  of 
origin  of  a  shipment,  showing  the  point  of  origin,  destination,  route, 
consignor,  consignee,  description  of  shipment,  and  amount  charged 
for  the  transportation  service,  and  forwarded  with  the  shipment,  or 
direct  by  mail,  to  the  agent  at  the  transfer  point  or  waybill  destina- 
tion.    (See  page  440.) 

Yards  (Freight).  A  system  of  tracks  within  a  certain  area  used  for 
making  up  trains,  storing  cars,  loading  and  unloading  freight,  etc. 
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PROBLEMS 

CHAPTER  I — Nature  and  Importance  of  Railway  Transportation 

(For  statistical  data  see  Statistical  Abstract  of  U.  S.) 

1.  What  are  the  three  largest  industrial  groups  in  the  U.  S.  ?  Give 
figures  to  prove  it. 

2.  Is  it  a  sound  policy  to  aid  any  class  (such  as  farmers)  by  reducing 
railway  rates  so  that  the  carriers  cannot  make  a  profit? 

3.  Briefly  discuss  the  relative  importance  of  agriculture  and  railway 
transportation  as  contributing  to  the  wealth  and  welfare  of  the  nation. 

4.  How  many  miles  of  railway  line  in  your  state?  Is  the  mileage 
increasing  or  decreasing?  How  does  the  number  of  miles  of  railway 
per  s(|uarc  mile  compare  with  the  average  for  the  U.  S.? 

5.  Briefly  discuss  the  relation  between  railways  and  the  growth  of  your 
town,  noting  the  bearing  of  each  of  the  five  tests  of  railway  efficiency. 

6.  Can  you  name  any  article  the  price  of  which  is  not  aflfected  by 
railway  rates? 

7.  How  many  dollars  did  each  person  in  the  U.  S.  on  the  average 
pay  to  railways  last  year? 

8.  Secure  a  blue-print  "profile"  and  a  "ballast  chart"  of  some  railway 
entering  your  town,  covering  the  division  of  its  line  in  your  vicinity, 
and  report  what  it  shows. 

9.  List  all  kinds  of  railway  property  within  your  city  limits  for  some 
line  entering  your  town  and  roughly  estimate  the  total  value  of  this 
property.     Report  if  it  is  in  good  condition.     Is  it  increasing  in  value? 

10.  Upon  what  mechanical  factors  does  the  tractive  power  of  a  locomo- 
tive depend  ? 

11.  Carefully  watch  the  rails  as  a  freight-train  passes  and  report  what 
you  see.     How  does  it  affect  cost  of  operation? 

CHAPTER  II— Internal  Organization  of  a  Railway 

1.  Secure  from  the  secretary  of  some  railway  company  in  which  you 
are  interested  a  chart  of  its  organization  and  compare  it  with  the  charts 
shown  in  the  text.     Discuss  the  differences,  showing  their   significance. 

2.  What  are  the  titles  of  the  general  officers  of  any  one  of  the  railways 
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which  serve  your  town?  Group  these  officers,  according  to  function,  into 
departments.  (See  "Official  Guide,"  or  "The  Pocket  List  of  Railway 
Officials,"  published  by  the  Railway  Equipment  and  Publication  Co.,  New 
York  City.) 

3.  What  division  officers  are  there  on  the  division  of  some  railway 
serving  your  town,  and  how  are  their  activities  coordinated?  Do  they 
report  to  anyone  beside  the  Division  Superintendent? 

4.  If  you  wanted  to  secure  a  freight  rate  on  a  shipment,  of  what  rail- 
way officer  would  you  inquire?  If  you  wanted  to  "trace"  a  car?  To 
file  a  "claim"? 

5.  How  long  are  the  local  "divisions"  of  the  railway  serving  your  town? 
What  considerations  probably  determined  the  length? 

6.  Construct  a  complete  ideal  scheme  of  the  organization  for  a  railway 
200  miles  long. 

7.  Trace  step  by  step  to  the  ultimate  source  the  orders  under  which 
a  station  agent  works.  (Find  out  from  your  local  station  agent  what 
reports  he  makes  and  to  what  officers  he  makes  them.)  Is  he  under  the 
operating  or  the  traffic  department? 

8.  Briefly  discuss  the  relation  between  the  operating  department  and  the 
traffic  department  of  a  railway. 

9.  Suppose  a  shipper  orders  a  car  of  a  certain  size  or  type.  He  goes 
to  the  freight  solicitor  of  one  road  and  is  told  that  there  are  plenty  of 
such  cars  but  one  cannot  be  got  for  two  weeks.  He  goes  to  the  freight 
solicitor  of  another  road  and  is  told  that  while  such  a  car  is  not  immedi- 
ately available  one  will  be  furnished  him  within  24  hours.  What  difference 
in  the  organization  of  the  two  roads  probably  explains  the   situation? 

10.  Discuss  the  organization  problem  suggested  by  the  following  story. 
"The  General  Manager  of  a  St.  Paul  road — a  man  of  wonderful  energy 
and  strong  character  but  of  a  very  explosive  temperament — ordered  a  train 
dispatcher  to  send  some  empty  flat  cars  to  Bay  View  for  rails.  The  train 
dispatcher  answered  that  he  could  not  as  he  did  not  have  the  cars.  The 
General  Manager  replied  in  tones  that  none  of  us  mistook:  'Do  not  tell 
me  that  you  cannot  send  cars  when  or  where  I  tell  you  to,'  and  he  walked 
out  of  the  office.     Needless  to  say  the  cars  were  promptly  sent." 

11.  Should  the  freight  claim  agent  be  subordinate  to  the  general  freight 
agent  or  should  the  two  be  coordinate?     Discuss. 

12.  How  can  the  interests  of  the  superintendent  of  motive  power  and 
the  general  superintendent  in  the  work  of  the  master  mechanic  best  be 
provided  for? 

CHAPTERS  ni-IV— Railway  Operating  and  Traffic  Statistics 

I.  From  the  statistics  published  by  the  Interstate  Commerce  Commission 
(either  Statistics  of  Railways  in  the  U.  S.  or  monthly  bulletins,  or  pre- 
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ferably  both),  bring  the  comparison  between  the  Baltimore  and  Ohio  and 
the  Erie  down  to  date  as  nearly  as  possible  to  see  if  the  condition  that 
obtained  in  1917  still  prevails. 

2.  Tabulate  the  total  number  of  ton-miles  of  revenue-freight  for  five 
or  six  different  railway  companies,  and  in  a  parallel  column  tabulate  th:; 
freight  train-miles  (both  ordinary  and  light),  freight-train  locomotive-miles, 
the  total  freight  train  car-miles,  and  the  ton-miles  of  revenue-freight  per 
loaded  car-mile  (i.e.,  the  average  carload).  Compare  the  roads  to  determine 
which  makes  the  best  showing,  and  sum  up  your  work  by  entering  the  name 
of  the  appropriate  road  in   the  blank   shown   in  the   following  sentence: 

"fhe    railway   has   the   largest   number 

of  ton-miles  in  proportion  to  locomotive-miles,  and  in  proportion  to  train- 
miles   (or  car-miles)." 

3.  Make  a  graph,  plotting  curves  showing  the  movement  of  the  follow- 
ing items  during  the  last  five  or  ten  years :  operating  ratio,  ton-miles  per 
mile  of  line,  ton-miles,  freight  train-miles,  average  revenue  per  ton-mile, 
and  net  earnings  per  mile  of  line.  Do  this  either  for  the  U.  S.  or  <"or  some 
railway  in  which  you  are  interested.  Draw  conclusions  concerning  the 
relation  existing  among  the  various  items. 

4.  Ascertain  the  total  number  of  ton-miles  of  revenue  freight  for  any 
two  railways  in  some  recent  year.  Then  compare  the  two  roads  for  the 
purpose  of  applying  all  the  tests  of  ton-mile  significance  mentioned  on 
page  56,— kind  of  traffic  predominant,  average  length  of  haul,  proportion 
of  less-than-carload  traffic,  etc.  On  this  basis  report  your  judgment  as 
to  which  road  should  show  the  higher  earnings  per  ton-mile. 

5.  Ascertain  if  the  car  loadings  last  month  increased  more  or  less  than 
the  normal  amount.  To  do  this  estimate  the  total  for  the  month  by  pro- 
rating the  carloadings  of  the  weeks  which  may  overlap  the  preceding  or 
following  months;  then  compare  the  percentage  of  change  from  the 
preceding  month  with  the  normal  percentages  (for  tonnage)  shown  on 
page  69. 

6.  "The  X  Railway  has  an  average  carload  of  40  tons,  and  as  its  train- 
load  averages  300  tons,  it  will  show  a  density  of  10,000,000  ton-miles  per 
mile  of  line.  Of  cour.se,  practically  all  its  cars  are  loaded.  Naturally  its 
operating  ratio  is  high  and  we  expect  it  to  earn  at  least  $15,000  per  mile 
of  line.  This  would  amount  to  ^%  on  its  investment."  Point  out  at  least 
eight  peculiarities,  or  inconsistencies,  or  impossibilities,  in  the   foregoing. 

7.  Estimate  the  probable  net  operating  income  last  month  of  Class  I 
railways  of  the  United  States,  basing  your  estimate  on  the  number  of 
cars  loaded  during  that  month,  and  the  cars  loaded  and  the  net  operating 
income  of  the  preceding  month,  (i)  Assume  that  the  gross  freight  revenue 
of  the  roads  varies  with  the  carloadings.  (2)  Assume  that  operating 
expenses  were  the  same  percentage  of  gross  revenue  as  obtained  in  the  last 
reported  month.     (3)  Assume  that  the  difference  between  "net  revenue  from 


594  APPENDIX  C 

railway  operations"  and  "net  operating  income"  is  a  sum  equal  to  7% 
of  the  gross  "operating  revenue."  (Data  required: — Cars  loaded  in  last 
calendar  month,  cars  loaded  in  the  preceding  month,  gross  operating 
revenue  in  the  preceding  month,  operating  ratio  in  the  preceding  month.) 
Estimate  monthly  car  loadings  by  prorating  the  figures  for  the  weeks 
which  overlap  at  the  beginning  and  the  end  of  the  month. 

CHAPTER  V — Railway  Accounts,  Revenue  and  Expense 

1.  Study  the  annual  report  of  a  railway  corporation  in  which  you  are 
interested  and  compare  the  percentages  of  the  chief  items  of  expense  of 
that  railway  with  the  average  percentages  shown  on  page  75,  and  explain 
the   differences    which   appear. 

2.  Do  the  same  for  the  percentages  of  revenue  from  the  different  sources. 

3.  Make  a  careful  statement  of  just  what  the  meaning  is  of  "net 
income"  as  used  in  railway  accounting,  and  explain  the  difference  between 
that  item  and  "net  operating  revenue." 

4.  "Traffic  expense  is  only  2.5%  of  a  railway's  total  expense;  there- 
fore the  traffic  department  is  of  small  importance  and  the  study  of  'traffic' 
matters  is  less  important  than  'operation.'  "  Criticize  the  foregoing  state- 
ment. 

5.  Explain  carefully  the  difference  between  "repairs,"  "depreciation,"  and 
"replacements";  and  work  out  an  illustration  showing  how  a  railway 
company  might  make  a  maximum  expense  charge  for  a  given  month  by 
juggling  charges  belonging  under  the  three  heads. 

6.  The  A.  B.  C.  Railway  uses  the  same  number  of  freight-cars  as  the 
X.  Y.  Z.  Railway,  but  its  car  maintenance  expense  is  much  lower.  What 
does  this  probably  indicate?  What  expense  item  probably  balances  the 
difference  in  the  car  repair  item? 

7.  What  is  the  difference  in  nature  between  "other  deferred  assets" 
and  "interest  and  dividends  receivable"?  If  a  railway  company  guaran- 
tees dividends  on  the  stock  of  another  company  and  owns  some  of  that 
stock,  under  what  head  should  it  carry  the  dividends  due  on  such  stock? 

CHAPTERS  VI-X— Operating  and  Traffic  Conditions  in  Various  Sections  ot 

the  United  States 

1.  Bound  the  three  main  transportation  districts  (East,  South,  West) 
and  determine  the  total  population  of  each.  Ascertain  the  total  miles  of 
railway  line  in  each  and  compute  the  average  number  of  miles  per  i,O0O 
persons.  Which  district  is  the  best  supplied  with  track?  Now  compare 
the  average  density  of  traffic  in  each  and  see  what  light  it  throws  on  the 
answer  to  the  preceding  questions. 

2.  Compare   the  tonnage   of   various   commodities   hauled   by   roads   in 
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each  of  the  eight  groups  distinguished  by  the  '"'"^'^'^  C-™""  ""^^^ 
mission,  with  the  tonnage  hauled  by  the  average  U.   S.  railway,      lb 

"'to:  Its:;"  ^p'thowing 'rivers,  indieate  a„   ra.Uvay  crossing. 

on  the  Ohio,  Mississippi    ->*  "issoun  Ru.rs.  ^   ^^^^^   .^ 

4.  On  a  topographical  map  °     "^^'^^^-l;,',   ,„d   Transcontinental 

z::  f^nt^e  r;o*;bi,r  o^otr  :'ies  out  of ..  u...... 

^rWiirthrhrofatoU-r  compare  the  chief  lines  of  rail w^  in 

show  population  density  and  land  values  by  counties.) 

6    Compare  two  representative  railways  n.  each  group  wUh  the  average 
for  the  US   on  the  basis  of  the  eleven  chief  statistical  unUs  of  judgment 

''''1  R^pon^ot  physiographic  features  of  eacl.  territory  have  affected 
the   routes   taken   by   the   main    lines    of    railway.      (Topographical    maps 

^T^:rZ^^^T^^  "  -  --;f  the  railways  ii^s 
section  becoming  increasingly  or  decreasmgly  unbalanced?  Why?  What 
can  be  done  to  balance  the  traffic? 

CHAPTERS  XI-XII— Principles  of  Rate  Making 

I.  What  will  the  rate  be  under  the  following  assumption? 

,  ,     „  Railways  would  supply 

Shippers  would  offer  p^„:u,„  ^ates  per  transportation  facilities 

for   transportation  ^°'"  loofbs  for  handling  per  year: 

P'^^  ^■'-^^'' •  accents  1,000.000  tons 

6,000,000  tons  25  ceiui>  2,000.000  " 

5,000,000     []  30     _^  3'.ooo,ooo  " 

4,000.000     ^^  -i^     ..  4,000.000  " 

3.000.000     ^^  40      ,.  5,000.000  " 

2,000,000     ^^  4b     ^,  6,000,000  " 

1 ,000.000  5»J 

Discuss  the  logic  of  this  reasoning.  ,.,.n.pnt.- 

1    Another  writer  makes  the  two  following  statements . 
'■      ?«      'Cos    as  a  basis  for  freight  rates  would  hinder  all  transpor- 
tatil:  of   low-grade   freight  and   prevent   any   development   of   long- 
distance  business." 
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(b)  "High   rates   would    be   reflected   in   a   decline    in   volume   ol 

business  only  in  the  case  of  goods  the  use  of  which  could  easily  be 

lessened." 

Examine  these  statements  critically.     Are  they  both  strictly  true?     Can 

the  use  of  coal,  logs,  or   sand   be  easily  lessened?     Show   that   the  two 

statements  are  in  conflict. 

4.  "The  policy  of  charging  higher  rates  upon  the  more  valuable  com- 
modities is  to  be  commended.  The  carrier  would  then  secure  his  gross 
receipts  by  taxing  the  various  manufacturers  a  certain  per  cent  of  the 
value  of  their  goods."  Criticize  the  foregoing  statement.  Show  that  it 
gives  no  definite  basis  for  fixing  a  particular  rate. 

5.  "Greater  attention  should  be  given  in  rate  making  to  the  interests 
of   society.     Probably  the  best  way  to  accomplish   this   'socialization'   of 

rates  is  to  extend  the  taxation  principle to  fix  rates  more  largely  with 

reference  to  the  value  of  the  commodities."     Criticize. 

6.  Explain  the  following  statement :  "To  charge  what  the  traffic  will 
bear  under  the  principle  of  joint  cost  is  for  the  public  interest;  to  charge 
what  it  will  bear  under  the  principle  of  monopoly  is  against  the  public 
interest." 

CHAPTERS  Xin-XIV— True  Theory  of  Rates 

I.  The  following  figures  represent  average  revenue  per  ton  and  per  car 
for  various  commodities  in  a  recent  year.  Show  that  they  prove  the  im- 
portance of  (a)  specific  value  of  a  commodity,  (b)  substitutes,  (f)  com- 
petition among  shippers,  (d)  risk,  (e)  special  service,  (/)  size  of  carload, 
(g)  volume  of  traffic,  as  affecting  rates  on  various  commodities. 

Revenue  Revenue 

per  per 

Ton  Car 

Wheat     $  4.82  $193 

Corn     4.38  168 

Flour     5.20  129 

Hay    and    straw    4.86  60 

Tobacco      9.06  100 

Cotton     12.42  1412 

Citrus    fruit     31.20  480 

Potatoes     9.71  176 

Dried     fruit      13.23  181 

Horses    and    trucks     ( 8.15  92 

Cattle    and    calves     6.36  73 

Hogs     5  85  36 

Fresh    meat     I4-3I  184 

Eggs     24.49  274 

Furniture     (new)     , 18.18  166 

Beverages     707  133 

Wool    16.70  194 
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Hides    and    leather 10.46  210 

Anthracite    coal     2.74  131 

Bituminious    coal      2.36  120 

Iron    ore      i-33  69 

Clay,    sand,    etc 103  49 

Crude    Petroleum      4-84  ^74 

Salt     542  140 

Logs         96  29 

Lumber     6.69  176 

Refined    petroleum     6.08  169 

Pig    iron 2.24  105 

Castings    and    machinery      ^-73  ^72 

Automobiles      25.27  201 

Canned    foods      9-8i  276 

Base   bullion  and   metal    10.45  462 

2.  On  the  basis  of  what  you  know  of  some  industry  or  business,  con- 
struct a  hypothetical  scale  of  demand  prices  and  supply  prices  to  illustrate 
the  discussion  on  pages  210  and  211-212.  Assume  some  reasonable  point 
of  origin  and  destination.  Take  into  consideration  estimated  cost  of  pro- 
duction and  merchandising,  estimated  prices  buyers  are  willing  to  pay,  etc. 
Ascertain  from  the  local  freight  agent  the  actual  freight  rate  from  point 
of  origin  to  destination,  and  harmonize  the  rate  with  your  other  figures. 

3.  A  writer  on  transportation  makes  the  following  statement:  "The 
value  of  a  transportation  service  is  sometimes  defined  as  the  diflference 
between  the  price  of  the  commodity  in  question  at  the  point  of  shipment 
and  the  price  at  the  destination.  The  suggestion  is  altogether  deceptive,  for 
the  difference  in  price  itself  depends  on  the  transportation  charges."  Is 
this  statement  true?  Does  it  conflict  with  any  statements  made  in  this 
chapter  ? 

4.  How  would  the  situation  represented  in  the  diagram  on  page  225 
be  affected  if  the  particular  traffic  in  question  were  "competitive,"  i.e.,  if 
several  routes  were  available? 

How  would  the  shape  or  trend  of  the  curve  DD'  differ  as  between 
flour  and  oranges?  Does  this  illustrate  the  effect  of  difference  in  elasticity 
of  demand  in  rates?  In  the  case  of  which  commodity  would  a  reduction 
in  rates  be  most  likely  to  benefit  the  railways? 

CHAPTER  XV— General  Level  of  Rates 

I.  The  original  cost  of  the  land  owned  by  the  Chicago,  Rock  Island 
and  Pacific  Railway  is  said  to  be  $14,000,000.  The  "present  value"  of  that 
land  is  estimated  at  $37,250,000.  It  would  cost  the  railway  over  $115,000,000 
if  it  had  to  go  into  the  market  and  buy  the  same  land  at  the  present  time 
(its  "condemnation  value").  Which  is  the  correct  figure  to  use?  How 
would  the  use  of  the  last  figure  affect  rates?  Value  of  the  company's 
securities?  (Take  into  consideration  the  fact  that  the  construction  of  the 
road  caused  increased  land  value.     Consider,  however,  that  if  rates  were 
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raised  to  yield  a  return  on  the  higher  values,  a  location  on  the  road  would 
be  less  desirable  for  a  shipper.)  Is  it  possible  to  ascertain  the  cost  of 
"reproducing"  land?  Is  it  a  fair  objection  to  say  that  a  condemnation 
value  would  be  hypothetical  and  conjectural? 

2.  If  a  railway  is  hauling  nothing  but  coal  and  was  constructed  this 
year  for  $100,000,000;  and  if  it  transports  15,000,000  tons,  and  its  total 
operating  expense  is  $10,000,000;  what  is  a  fair  rate  per  ton?  Suppose  that 
the  same  road  develops  a  fruit  traffic,  investing  $10,000,000  in  branches 
and  equipment  of  all  sorts.  The  fruit  traffic  is  1,000,000  tons  and  adds 
$4,000,000  to  operating  expenses.  Shippers  of  fruit  would  be  willing  to 
pay  $5  per  ton.     What  would  now  be  fair  rates  on  coal  and  on  fruit? 

3.  Hadley  says :  "It  is  now  pretty  well  understood  that  fixed  charges 
do  not  directly  affect  rates,"  but  that  prospective  traffic  and  rates  are  to  be 
taken  into  consideration  before  a  railway  incurs  fixed  charges.  Does  this 
agree  with  the  discussion  on  pages  235-236  and  255?  (Note  that  fixed 
charges  include  depreciation  and  bond  interest.) 

4.  In  1919  the  Interstate  Commerce  Commission  found  the  tentative 
minimum  valuation  of  the  railways  to  be  $18,900,000,000.  Make  a  rough 
check  of  this  figure  by  estimating  the  value  of  items  in  the  railways'  invest- 
ment as  follows:  Miles  of  track  (other  than  yards  and  terminals)  at 
$25,000  per  mile;  number  of  locomotives  at  $20,000  each ;  number  of  freight- 
cars  at  $1,000  each;  number  of  passenger-cars  at  $10,000  each;  and  total 
for  terminals  and  terminal  facilities  at  about  50%  of  the  value  of  track. 
Make  allowance  for  materials,  supplies,  and  working  capital  on  some 
reasonable  basis.  See  balance  sheet  in  Statistics  of  Railzvays  in  the  U.  S., 
and  on  page  77  above. 

5.  Is  it  a  sound  policy  to  base  the  valuation  of  railways  for  consoli- 
dation purposes  on  the  valuations  now  being  made  (on  the  basis  of  cost 
of  construction)  ?    What  is  the  purpose  of  the  valuation  now  being  made? 

CHAPTER  XVI— Railway  Competition 

1.  Go  through  a  volume  of  Interstate  Commerce  Commission  cases  or 
of  the  Traffic  World  and  make  a  brief  report  on  one  or  two  cases  of  com- 
petitio'  in  rates,  stating  the  facts  and  discussing  the  nature  of  competition 
involved. 

2.  Does  market  competition  tend  to  become  cutthroat  as  is  the  case 
of  conipetition  between  parallel  lines?     Why? 

3.  With  the  help  of  the  section  headings  make  a  rapid  study  of  the 
Interstate  Commerce  Act  and  list  the  powers  the  Commission  has  over  rail- 
way  freight   service. 

4.  Discuss  the  need  of  balance  between  (i)  allowing  initiative  (as  re- 
gards service)  and  (2)  preventing  discrimination.  Which  is  the  more 
important  at  the  present  time? 
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5.  State  the  danger  of  allowing  carriers  by  canals  and  highways  to  com- 
pete with  railways. 

CHAPTER  XVII— Freight  Classification  and  Commodity  Rates 

1.  Fill  in  an  application  for  change  in  classification  (form  in  Freight 
Traffic  Red  Book,  page  522)  requesting  that  Auto  Top  dressing  be  given 
a  5th  class  rating.  (See  classification  of  Dressing  or  Blacking  in  the  Con- 
solidated Classification.) 

2.  Why  are  cigarettes  rated  2nd  class,  screen  doors  4th  class,  and  wooden 
single  trees  6th  class  ?     Give  several  explanations. 

3.  The  classification  lists  acetic  acid  and  sulphuric  acid  as  follows: 

Kind  of  Shipment                   Sulphuric  Acetic 

Of.     So.  Wn.  Of.      So.    W'n. 
In  glass  or  earthenware  packed   in 

barrels  or  boxes,  L.C.L ill  i         i         i 

In  glass   or   earthenware   packed   in 
barrels    or    boxes,    C.L.,    min.    wt. 

30.000    lbs 3        4        4  3        5        4 

In  carboys,  necks  projecting,  L.C.L.      i         2         ij^  i         i         i^ 
In  carboys  completely  boxed,  L.C.L., 

see   Note    i    i        2        i  i         1         i 

In  carboys,  C.L.,  min.  wt.  30,000  lbs., 

subject  to  Rule  34 3        4        A  544 

min.     wt.       24,000 

In   iron   or  steel   barrels,   L.C.I R26        5        3  3        3        3 

In   iron  or  steel  barrels,   C.L.,  min. 

wt.    36,000   lbs    5        6        5  55        5        A 

min.     wt.       30,000 

In  tank  cars,  C.L.,  subject  to  Rule  35     5        6        5  5        5        A 

Give  some  reasons  for  the  differences  between  the  two  acids,  considering 
value,  use  and  volume  in  which  shipped.  Note  minimum  weights.  Explain 
the  different  ratings  given  the  various  methods  of  packing.  Can  you  give 
any  reasons  for  the  differences  between  Official,  Southern,  and  Western 
ratings  ? 

4.  Make  a  list  of  several  commodities  on  which  "commodity  rates"  apply, 
to  or  from  your  station  via  the  chief  railway,  and  discuss  the  reasons 
therefor.     Suggest  any  changes  that  would  benefit  the  town. 

CHAPTER  XVm— Carload  Provisions  and  Their  Significance 

1.  Why  should  shippers  not  be  allowed  to  pay  flat  rates  of  a  certain 
amount  per  car  of  a  certain  size  and  have  the  right  to  put  whatever  they 
please  in  the  car? 

2.  On  the  basis  of  the  discussion  in  Chapter  XVIII,  outline  the  various 
ways  in  which  minimum  carload  provisions  affect  shippers. 
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3.  What  is  the  need  of  the  Interstate  Commerce  Commission's  provi- 
sion that  the  minimum  carload  requirement  be  such  as  to  induce  efficiency 
in  loading  and  moving   freight? 

4.  If  the  5th  class  rate  from  Chicago  to  New  York  is  57  cents  per  100 
lbs.,  and  the  3rd  class  rate  is  95  cents,  what  would  be  the  charge  for  a  ship- 
ment (in  crates)  of  cast  iron  Chimney  Flue  Smoke  Deflectors  weighing 
50,000  lbs?  The  carrier  furnishes  two  cars  of  40,000  lbs.  capacity  each. 
(Consult  the  Consolidated  Classification,  and  read  Rule  24  carefully.) 

5.  Briefly  discuss  the  fairness  of  basing  mixed  carload  rates  on  the 
highest  rated  article  in  the  car. 

6.  From  the  summary  of  Freight  Commodity  Statistics  of  Class  I 
Roads  (for  a  year  or  for  a  quarter)  as  published  by  the  Interstate  Com- 
merce Commission,  determine  what  kind  of  commodity  gives  the  heaviest 
and  what  kind  the  lightest  average  carload.  (Divide  number  of  carloads 
into  number  of  tons  of  revenue  freight  originating  on  respondents' 
roads.) 

7.  (a)  Determine  from  the  same  source  what  the  average  carload  was, 
and  (b)  compare  the  average  for  all  carload  traffic  with  the  average  for 
all  L.C.L.  traffic. 

CHAPTER  XIX— Tariffs  and  Routing 

1.  What    is   a    joint    through    combination    proportional    class    rate? 
A  local  joint  rate?    A  local  through  rate?    A  local,  joint,  and  proportional 
tariff?    If  a  commodity  moves  from  A  to  B  on  a  local  rate  of  10  cents  and 
from  B  to  C  on  another  local  rate  of  10  cents,  what  is  the  combination  rate  ' 
from  A  to  C?     The  joint  rate?     (Be  careful  in  your  statement.) 

2.  (a)  What  is  the  6th  class  rate  from  Port  Jervis,  N.  Y.,  to  a  station 
taking  index  number  409?  (See  Fig.  24a.)  (b)  What  is  the  rate  on  pre- 
pared sizes  of  anthracite  coal  from  the  mines  on  the  New  York,  Ontario 
and  Western,  to  Inwood,  N.  Y. ?  (See  Fig.  24b.)  (c)  What  is  the  2nd 
class  rate  from  New  Haven,  Conn.,  to  Bridgeport,  Conn.?  (See  Figs. 
25a  and  25b.)  (d)  What  is  the  rate  on  mill  cinder  from  Bridgeport,  Conn., 
to  New  Haven?     (See  Fig.  26.) 

3.  Ascertain  from  your  local  freight  agent  or  other  person  having 
tariffs  the  rate  on  shoes  (N.O. I.B.N.)  from  the  chief  source  of  supply 
to  your  town,  and  find  out  what  you  can  about  the  way  the  rate  is  made 
and  the  kind  of  tariff  that  applies. 

4.  The  Interstate  Commerce  Commission  has  summed  up  its  findings 
concerning  routing  in  Conference  Ruling  No.  214  (Freight  Traffic  Red 
Book,  1923,  page  220).  Study  this  ruling  carefully  and  outline  its  contents 
under  the  following  heads:  (i)  rights  of  shipper,  (2)  rights  of  carrier, 
(3)  duties  of  shipper,  (4)  duties  of  carrier. 

5.  Determine  how  many  reasonably   feasible  routes  there  are  between 
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your  town  and  either  Chicago  or  New  York.  Try  to  determine  which  is  the 
best  for  a  shipment  of  furniture,  L.C.L.,  assuming  the  delivery  point  to 
be  in  the  center  of  Manhattan,  or  in  the  center  of  the  "Loop  District" 
(if  in  Chicago).  Would  your  choice  differ  if  the  shipment  were  a  carload 
of  fruit? 

CHAPTER  XX— Chief  Rale  Territories  and  Traffic  Associations 

CHAPTER  XXI— Rate  Structure  in  Official  Classification  Territory 

1.  Draw  a  diagram  showing  how  ist  and  5th  class  rates  "taper,"  under 
the  C.  F.  A.  rate  structure,  as  distance  increases.  Plot  distance  on  the 
horizontal  scale  and  the  rates  on  the  vertical  scale. 

2.  Assuming  rates  in  Zones  A  and  B  of  C.  F.A.  Territory  to  be  as  given 
in  the  table  on  page  341,  estimate  the  rate  on  sth  class  goods  from  Chicago 
to  Grand  Rapids.  (If  you  cannot  ascertain  the  exact  distance,  estimate 
from  the  scale  on  any  good  map.     Study  the  text  carefully.) 

3.  On  an  outline  map  enter  the  chief  towns  and  railways  in  C.F.A. 
Territory,  being  sure  to  show  all  Ohio  River  Crossings  and  points  men- 
tioned in  the  text.  Also  show  such  zones  as  are  described.  Draw  red  lines 
between  the  points  mentioned  in  the  section  on  "Effect  of  Intrastate  Rates." 

4.  On  an  outline  map  enter  all  points  (except  Chelsea)  mentioned  in 
the  section  on  Trunk  Line  Association  Territory,  and  the  main  lines  of 
railways  in  that  territory.  Try  to  indicate  by  circles  the  various  "rate 
groups"   mentioned. 

5.  If  the  1st  class  rate  from  Chicago  to  New  York  is  $1.42  per  100 
lbs.,  what  would  be  the  charge  for  shipping  500  lbs.  of  lard  in  pails  from 
Buffalo  to  Baltimore?  (The  shipment  would  take  a  Rule  25  rating  [see 
page  278],  and  the  Disque  Scale  would  apply  [see  page  279].  For  the 
Baltimore  differential  see  page  365.) 

CHAPTER  XXII— The  Chicago-New  York  Rate  Structure 

1.  Illustrate  by  diagram,  with  figures,  how  the  MacGraham  Scale  led  to 
violations  of  the  long-and-short  haul  clause. 

2.  Make  a  diagram  to  illustrate  how  a  north-and-south  line  intersecting 
two  Trunk  Lines  could  play  one  off  against  the  other  and  lead  to  rate 
cutting.  Show  by  hypothetical  rates  how  it  would  be  necessary  to  have  the 
transverse  line  lie  in  a  single  rate  zone. 

3.  Figure  the  ist  class  rate  to  New  York  from  each  of  the  14  percentage 
points  listed  on  page  364;  estimate  or  ascertain  the  distance  from  the  point 
in  each  zone  which  is  nearest  a  railway  line  between  St.  Louis  and  New 
York;  figure  the  rate  per  100  lbs.  per  mile  to  each  point;  plot  the  results, 
using  a  vertical  scale  of  cents  and  a  horizontal  base  scale  of  miles.  Do 
you  find  a  "tapering"  mileage  effect? 
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4.  On  the  basis  of  the  data  in  the  text,  determine  5th  class  rate  from 
Detroit  to  Baltimore;  from  Peoria  to  Boston.  Also  figure  the  2nd  class 
rate  from  Philadelphia  to  Pittsburgh ;  from  Boston  to  St.  Louis. 

5.  Figure  the  ist  class  rate  east  and  west  between  Albany,  N.  Y.,  and 
Detroit;  the  ist  class  rate  from  Baltimore  to  Buffalo. 

6.  Is  the  rate  from  Albany,  N.  Y.,  to  Columbus,  O.,  higher  or  lower 
than  the  rate  from  Columbus  to  Albany?  Why  does  this  situation,  which 
is  general  between  C.  F.  A.  points  and  interior  Trunk  Line  Territory 
points,  exist?     (Consider  the  kind  of  traffic  moving  in  the  two  directions.) 

7.  Can  you  find  any  cities  of  any  importance  which  appear  to  be  dis- 
criminated against  by  placing  them  in  the  same  zone  with  cities  from  which 
the  distance  to  New  York  is  greater?  Show  that  any  zoning  system  must 
result  in  discrimination,  and  discuss  the  question  as  to  how  wide  a  rate 
zone  may  be  without  unreasonable  discrimination. 

CHAPTER  XXm— Southern  Rate  Structure 

1.  On  outline  maps  of  the  Southern  States  indicate  roughly  the  approxi- 
mate areas  occupied  by  the  various  Mississippi  Valley  rate  groups  men- 
tioned on  pages  2)71  and  378.  Also  indicate  the  grouping  of  the  Virginia 
Cities  mentioned  on  page  385.  Also  draw  a  line  showing  approximately 
where  "Southern  differential  territory"  lies.  Also  show  "S.  E.  territory 
south  of  the  Walhalla  Line."  Number  each  area  and  attach  a  brief  state- 
ment indicating  its  significance. 

2.  Draw  a  diagram  to  illustrate  how  the  basing  point  system  of  rate 
making  means  lower  rates  to  the  basing  points  than  to  other  destination 
points  nearer  the  point  of  destination. 

3.  On  the  basis  of  the  text  ascertain:  (a)  the  ist  class  rate  from  Rich- 
mond, Va.,  to  Baton  Rouge,  La.;  (/>)  the  6th  class  all  rail  rate  from 
Boston  to  Columbus,  Miss.;  (r)  estimate  the  ist  class  all  rail  rate  from 
Pittsburgh  to  Atlanta  via  Richmond,  Va.  (See  Chapter  XXII  on  Chi- 
cago-New York  Rate  Structure,  and  pages  382-384  in  Chapter  XXIII. 
Figure  the  rate  as  a  "combination"  on   Richmond.) 

4.  Explain  how  "blanketing"  the  rates  from  the  East  to  destinations  in 
the  South  avoids  departure  from  the  long-and-short  haul  principle  (see 
page  375)- 

5.  Explain  why  the  Ohio  River  Crossing  cities  object  to  the  proposed 
readjustment  of  Southern  rates. 

CHAPTER  XXIV— The  Transcontinental  Rate  Structure 

I.  How  important  has  been  the  effect  of  the  Panama  Canal  on  the 
freight  of  the  Transcontinental  railways?  (Look  up  the  cargo  tons  going 
through  the  canal  in  U.  S.  ships  in  recent  years   [see  Statistical  Abstraci] 
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and  compare  the  figures  with  the  tons  of   freight  hauled  by  the  Union 
Pacific  in  the  same  years  [see  Statistics  of  Kaihvays  in  the  U.  S.]) 

2.  On  an  outline  map  of  the  United  States  indicate  roughly  the  terri- 
tory that  may  be  designated  as  («)  Pacific  Coast  territory,  (b)  Inter- 
mountain  territory,  (c)  Missouri  River  territory,  (d)  Middlewest,  (c) 
Atlantic  coast  and  eastern  interior  points.  (The  areas  shown  in  Fig.  31 
will  help.     See  also  Fig.  27.) 

3.  In  using  the  class  rates  shown  in  the  table  on  page  405,  how  can 
the  carriers  avoid  violating  the  long-and-short  haul  clause  when  the  sum 
of  a  local  rate  from  a  point  near  the  western  boundary  of  a  group  to  a  point 
near  the  eastern  boundary  of  the  next  group  west  plus  the  rate  from  the 
latter  point  to  the  coast,  is  less  than  the  through  rate  from  the  former 
point  to  the  coast? 

4.  What  seems  to  determine  the  western  boundary  of  groups  A  and  K? 
(See  pages  135,  373-376.)  The  eastern  boundary  of  groups  G  and  H? 
(Study  Figs.  18  and  27.) 

5.  What  reasons  can  you  give  for  the  relatively  sharp  drop  in  the  rates 
as  between  group  F  and  groups  G  and  H  ? 

6.  Why  did  the  Commission  give  the  "relief"  from  the  long-and-short 
haul  clause  which  is  mentioned  on  page  402  and  no  more? 

CHAPTER  XXV— Export  and  Import  Rates 

1.  (a)  Make  a  list  in  the  order  of  size  of  the  10  chief  U.  S.  ports  on 
the  basis  of  the  cargo  tons  of  ships  of  over  500  tons  engaged  in  foreign 
trade.  Use  figures  from  the  latest  Statistical  Abstract  of  the  U.  S.  (b) 
List  them  in  their  order  of  importance  as  import  points;  as  export  points; 
and  explain  dift'erence. 

2.  On  an  outline  map  of  the  U.  S.  indicate  the  location  of  the  10  chief 
ports,  and  draw  a  line  from  each  one  to  Chicago.  Along  these  lines  write 
the  names  of  the  railway  or  railways  which  most  nearly  coincide. 

3.  Ascertain  and  report  on  the  quantities  of  grain  received  at  various 
ports,  during  the  last  10  years,  and  the  percentage  going  to  New  York. 
(See  Statistical  Abstract  of  the   U.  S.) 

4.  How  much  lower  is  the  rate  on  grain  from  Chicago  to  New  York  by 
lake  and  rail  than  all  rail?  What  percentages  are  these  rates  of  the  total 
rate  from  Chicago  to  Liverpool?  (See  Statistical  Abstract  under  "Freight 
Rates".) 

5.  Compare  the  export  and  import  all-rail  differentials  on  grain  with 
the  eastbound  and  westbound  domestic  differentials  (pages  365  and  415, 
424),  and  list  all  differences  between  the  two.  How  do  you  explain  these 
differences? 

6.  What  is  the  economic  justification  for  specially  low  export  and  im- 
port freight  rates? 
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7.  Make  a  general  statement  of  what  is  meant  by  the  principle  of 
"equalizing"  rates,  and  discuss  its  advantages  and  limitations. 

8.  Is  it  a  sound  principle  to  make  widely  "blanketed"  export  and  import 
rates  ? 

9.  (a)  Which  is  the  better  way  to  aid  manufacturers  in  developing 
export  business,  to  give  them  an  export  bounty,  or  to  give  them  low 
export  freight  rates?  (b)  Is  it  better  to  protect  domestic  producers  by  a 
tariff  or  by  high  freight  rates  on  competitive  foreign  products? 

10.  About  the  middle  of  1923  the  ocean  rates  to  Europe  and  Africa 
from  South  Atlantic  ports  were  7.5  cents  higher  than  from  North  Atlantic 
ports,  and  15  cents  higher  from  Gulf  ports.  What  effect  should  this  have 
on  export  and  import  rail  rates  ?  How  does  your  conclusion  fit  in  with  the 
description  of  the  rates  given  in  the  text? 

11.  "The  maximum  difference  in  the  distances  from  the  West  to  New 
York,  Philadelphia,  and  Baltimore  is  about  61  miles.  The  New  York 
Central  and  the  Pennsylvania  join  in  rates  from  Cleveland  to  New 
Orleans  which  are  the  same  as  those  to  Boston,  although  Boston  is  400 
miles  nearer  to  Cleveland.  Therefore,  the  granting  of  the  present  differ- 
entials to  Philadelphia  and  Baltimore  is  unreasonable."  Discuss  this 
argument. 

CHAPTER  XXVI— The  Shipping  of  Freight 

1.  May  a  carrier's  tariff  provide  a  higher  rate  for  a  shipment  not  made 
under  the  uniform  bill  of  lading?  Why?  What  protection  does  the  Inter- 
state Commerce  Commission  insure  to  the  shipper  in  this  connection? 
(See  Freight  Traffic  Red  Book,  index  "Bills  of  Lading"  and  I.C.C.  Con- 
ference Ruling  No.  160.) 

2.  If  an  order  bill  of  lading  endorsed  by  the  consignee  is  lost  or  stolen, 
can  an  innocent  purchaser  take  title  to  the  goods  against  the  owner?  Is 
It  negotiable?    How  docs  it  compare  with  a  promissory  note  in  this  respect? 

3-  Discuss  the  various  topics  taken  up  in  Chapter  XXVI  with  some 
shipper  in  your  city  and  report  his  experience.  What  one  of  the  points 
does  he  consider  most  important  ? 

4-  Discuss  the  justice  of  the  rule  making  the  shipper  responsible  for 
mspecting  cars  and   for  cleaning  or  minor  repairs. 

5.  What  is  the  purpose  of  the  stenciled  weight  of  a  car  in  so  far  as 
shippers  are  concerned?  Can  the  stenciled  weight  be  exactly  equal  to  the 
actual  tare  weight  of  the  car  at  all  times? 

6.  Should  "tolerance"  allowances  be  used  bv  carriers  to  modify  their 
habihty  in  claims  for  loss,  e.g.,  by  reducing  the  quantity  of  a  shortage 
in  weight? 

7.  Make  short  lists  of  (a)  goods  which  would  be  suitable  for  shipping 
under  "weight  agreements"  and  (/;)  goods  which  would  not  be  suitable  for 
such  agreements. 
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8.  Prepare  a  short  statement  illustrating  in  a  more  detailed  way  each 
of  the  five  advantages  of  grouping  L.C.L.  shipments  according  to  a  loading 
guide  as  described  on  page  453. 

CHAPTER  XXVn— Reconsignment  and  In-Transit  Privileges 

1.  In  Conference  Ruling  No.  ^2,  the  Interstate  Commerce  Commission 
discusses  the  reconsignment  privilege.  Read  the  ruling  and  briefly  discuss 
it,  stating  what  is  apparently  the  chief  advantage  of  the  privilege  to  the 
shipper,  and  what  appears  to  be  the  chief  danger  of  abuse. 

2.  If  a  carload  shipment  is  ordered  to  be  reconsigned  at  some  point 
intermediate  to  the  original  billed  destination,  but  the  carrier  fails  to  effect 
the  reconsignment,  («)  under  what  circumstances  is  the  carrier  liable,  and 
{h)  the  shipper?  What  different  items  of  loss  may  result  from  failure  to 
divert  a  shipment? 

3.  If  several  L.C.L.  shipments  billed  to  several  consignees  at  different 
points  are  shipped  by  a  single  consignor  in  a  single  car  which  they  fill ; 
and  if,  after  the  execution  of  the  bill  of  lading  and  the  departure  of  the 
car,  the  shipper  seeks  to  have  the  shipments  diverted  to  a  single  inter- 
mediate destination  for  the  purpose  of  securing  a  carload  rate  to  that 
point, — the  plan  being  to  distribute  the  shipments  on  L.C.L.  rates  covering 
the  remaining  distances — would  this  arrangement  be  a  legitimate  application 
of  the  reconsignment  privilege?  Do  the  tariffs  provide  for  reconsigning 
shipments  of  the  kind  described?  Is  a  carload  of  L.C.L.  freight  from  a 
single  shipper  a  carload  shipment? 

4.  There  is  a  joint  through  rate  on  steel  plates  from  Coatesville,  Pa., 
to  Fullerton,  Pa.,  and  you  desire  to  make  a  carload  shipment  from  the 
former  point  to  the  latter.  There  is  a  temporary  embargo  at  Fullerton,  so 
you  start  the  car  and  consign  it  to  yourself  at  Allcntown,  an  intermediate 
point.  Shortly  after  arrival,  the  embargo  is  raised,  and  you  rcconsign  the 
car  to  Fullerton.  The  railway  charges  are  the  sum  of  the  local  inter- 
mediate rates  to  and  from  Allentown  plus  $6.30  reconsignment  charge. 
Is  this  correct?  Would  your  answer  be  different  if  the  car  had  been 
placed  on  a  private  siding  for  unloading  at  Allentown? 

5.  A  railway  refuses  to  establish  fabrication-in-transit  rates  on  steel 
sheets  for  tanks,  although  having  such  rates  on  steel  plates.  Plates  and 
sheets  (over  16  gauge)  are  identical.  (0)  Is  the  refusal  unreasonable  in 
itself,  and  could  the  transit  privilege  be  compelled  on  sheets  of  less  than 
16  gauge  (which  are  not  identical  with  plates)  ?  (fc)  May  the  refusal 
be  unduly  prejudicial  to  a  tank  manufacturer,  and  on  that  ground  could 
it  be  condemned  by  the  Interstate  Commerce  Commission?  (See  63  I.  C.  C. 
363-366.) 

6.  (a)  Are  the  concentration  of  cotton  (of  different  grades  and  in  un- 
compressed bales)  and  compressing  it  in  transit  commercially  necessary? 
(/>)  If  so.  is  it  desirable  that  each  compress  should  serve  growers  from  all 
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directions  within  a  reasonable  radius?  (c)  Does  this  necessarily  mean  some 
back-hauling?  (d)  Is  a  through  transit  rate  justified  in  such  cases? 
(e)  Make  a  rough  sketch  showing  approximate  location  of  New  Orleans 
and  St.  Louis,  and  5  or  6  Mississippi  towns  at  which  cotton  might  be 
compressed ;  assume  cotton  is  being  compressed  at  these  towns  in  transit 
to  New  Orleans  and  St.  Louis.  (/)  Show  by  circles  how  you  would  adjust 
rate  areas  to  insure  the  most  economical  transportation,  (g)  Would  the 
establishment  of  limited  areas  around  each  transit  point  and  the  restriction 
of  the  transit  privilege  on  back-haul  movements  to  those  areas,  help? 
(h)  Would  a  distance  or  mileage  scale  of  rates  within  such  areas  on  com- 
pressed cotton  moving  out  of  the  transit  points,  improve  the  situation — the 
mileage  rate  to  be  part  of  the  through  combination  rate  which  would  be 
lower  than  the  sum  of  the  intermediate  rates  in  and  out  of  the  transit 
points?     (See  63  I.  C.  C.  89-92,  for  a  case  of  this  kind.) 

CHAPTER  XXVm— Demurrage  and  Storage 

1.  What  is  the  chief  purpose  of  demurrage  charges?  Of  storage 
charges  (other  than  "track  storage")  ?  Are  these  purposes  identical  in  all 
respects?  What  do  you  conclude  concerning  the  reasonableness  of  the  rule 
that  storage  may  be  as  great  as  the  demurrage  charge  would  have  been 
had  the  shipment  remained  in  the  car?  Would  the  storage  charges  of 
commercial  warehouses  necessarily  be  a  test  of  reasonableness? 

2.  With  your  plant  being  on  an  "industry  track"  which  is  full  of  cars, 
if  you  order  a  car  which  the  carrier  cannot  spot,  and  the  carrier's  agent 
gives  you  written  notice  of  that  fact  on  Saturday  at  noon,  are  you  liable 
for  demurrage?     If  so,  exactly  when  would  it  begin  to  run? 

3.  If  you  order  a  car  placed  on  a  public  team  track  on  Friday,  and  the 
car  is  so  placed  at  i  P.  M.  on  that  day,  and  you  load  and  furnish  forward- 
ing instructions  by  i  P.  M.  on  Tuesday,  do  you  owe  any  demurrage? 
If   so,  how   much? 

4.  You  have  purchased  a  carload  of  lime,  and  it  arrives  Sunday  at  8 
A.  M.,  no  delivery  point  being  specified  on  the  bill  of  lading.  At  lo  A.  M. 
Monday  the  agent  mails  you  an  adequate  notice  which  reaches  you  at  3  130 
that  afternoon.  You  then  give  the  carrier  notice  where  to  place,  which 
it  receives  on  Tuesday  at  3:30,  and  it  places  the  car  at  6  P.  M.  Wednesday. 
If,  now,  a  driving  rain  sets  in  which  lasts  until  6  P.  M.  Friday,  with  the 
result  that  you  do  not  complete  unloading  till  Tuesday  afternoon,  what 
demurrage  do  you  have  to  pay?  (Consider  when  "constructive  placement" 
was  made  and  how  many  days  offset  there  are  on  account  of  carrier's 
delay,  etc.) 

5.  If  you  are  receiving  frequent  and  regular  carload  shipments,  and 
three  cars  are  shipped  on  three  successive  days,  and  all  three  are  later 
placed  on  your  siding  on  the  same  day.  how  much  free  time  do  you  have? 
If  you  unload  and  release  one  car  in  24  hours,  how  much  free  time  remains? 
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If  you  unload  a  second  within  24  hours,  and  the  third  3  days  later  at  noon, 
do  you  have  to  pay  any  demurrage? 

6.  If  you  have  an  average  demurrage  agreement,  how  much  would  you 
have  saved  in  demurrage  thereby  in  the  following  case:  You  receive  six 
cars  in  September,  three  on  the  2nd  of  the  month,  one  each  on  the  4th, 
15th,  and  i8th.  You  release  the  three  cars  in  24  hours;  the  fourth  car  on 
the  4th;  the  fifth  car  on  the  17th;  and  the  last  .one  on  the  26th.  (Consider 
rules  concerning  Sundays  and  holidays  in  making  your  calculations.) 

CHAPTER  XXK— Terminal  Traffic  Facilities  and  Problems 

1.  List  the  terminal  facilities  and  services  given  by  railways  in  your 
town,  and  make  a  map  of  the  terminals. 

2.  Are  the  railway  terminals  ever  congested  in  your  town?  If  so,  at 
what  season?    At  what  hours  in  the  day? 

3.  What  is  most  needed  in  your  town  to  remedy  congestion  at  ter- 
minals? 

4.  From  the  Statistics  of  Raikcays  in  the  U.  S.,  try  to  determmc  what 
percentage  of  the  railways'  operating  expenses  are  incurred  for  terminal 
operations. 

5.  Investigate  and  report  as  definitely  as  possible  just  how  improved 
terminal   conditions  would  relieve  car  shortage. 

6.  What  is  the  attitude  of  merchants  and  manufacturers  in  your  town 
toward  the  feasibility  of  store-door  delivery?  Container  cars?  Their 
reasons  ? 

CHAPTER  XXX  -  Freight  Claims 

1.  Find  out  from  some  dealer  in  clothing  and  one  in  furniture,  what  the 
chief  causes  of  their  loss  and  damage  claims  are,  and  what  they  do  to 
minimize  such  claims. 

2.  Define  "Act  of  God"  and  list  as  many  conditions  which  come  under 
this  head  as  you  can. 

3.  If  a  carrier  were  to  have  a  train  destroyed  by  reason  of  a  bridge 
being  washed  out  by  a  sudden  cloudburst,  who  would  be  lialjle  for  the 
freight  damage  caused? 

4.  Is  it  possible  for  a  carrier  to  make  a  binding  contract  to  free  it  of 
all  liability  for  loss  or  damage  due  to  its  negligence? 

5.  Is  a  provision  in  a  bill  of  lading  limiting  the  carrier's  liability  to 
a  certain  sum  per  100  lbs.  binding?     Under  what  circumstances? 

6.  After  an  interstate  common  carrier  has  unloaded  a  shipment  in  good 
condition  and  in  due  time  at  its  terminal  at  the  destination  point,  what  is 
its  liability?  Consider  the  matter  in  case  the  goods  are  lost  or  damaged 
before  the  consignee  has  been  notified  of  arrival;  whether  the  loss  or 
damage  is  due  to  the  carrier's  negligence. 
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7.  State  the  reasons  for  requiring  each  one  of  the  supporting  documents 
in  cases  of  concealed  loss  or  damage. 

8.  Why  is  it  logical  to  settle  claims  on  the  basis  of  the  value  of  goods 
at  the  destination  rather  than  at  the  point  of  origin? 

CHAPTER  XXXI— Public  Relations  and  Regulation 

1.  Just  what  difference,  if  any,  would  government  ownership  and  opera- 
tion make  in  the  nature  of  the  9  points  listed  on  pages  524-525?  Which 
point  would  be  most  affected?     Which  least? 

2.  Look  up  all  references  given  under  "Interstate  Commerce  Com- 
mission" in  the  index  and  classify  the  activities  and  powers  of  the  Com- 
mission as  revealed  thereby. 

3.  Make  a  brief  report  on  the  recent  activities  of  the  Interstate  Com- 
merce Commission,  basing  it  on  a  study  of  the  last  annual  report  of  the 
Commission. 

4.  What  powers  has  the  State  Commission  which  deals  with  railways 
in  your  state,  and  what  are  its  chief  activities  at  present?  (See  its  recent 
reports.) 

5.  Look  up  the  successive  developments  in  the  long-and-short  haul 
plans  of  the  Interstate  Commerce  Act  and  report  on  what  you  find. 

6.  What  do  you  think  of  the  justice  of  the  "recapture  clause"?  What 
do  you  think  its  economic  consequences  will  be?  Especially  consider  the 
statement  made  on  page  542,  that  if  net  earnings  are  limited  to  a  maxi- 
mum it  will  be  necessary  also  to  protect  a  minimum  return.  (Prepare  a 
concise  statement  of  your  conclusions.) 

CHAPTER  XXXII— Current  Problems  in  Government  Control 

1.  (a)  From  some  such  source  as  the  last  Statistics  of  Railzi'ays  in  the 
U.  S.,  or  from  current  earnings  reported  in  the  Commercial  and  Financial 
Chronicle,  or  from  the  prices  at  which  their  stocks  are  selling,  pick  out  a 
group  of  five  or  six  railways  that  can  be  called  "weak."  (b)  Study  the 
operating  and  traffic  statistics  of  these  lines  together  with  their  capitali- 
zation and  fixed  charges,  to  see  if  you  can  determine  the  causes  of  weak- 
ness. ((•)  Would  consolidating  these  lines  with  any  other  lines  remedy 
the  situation  in  any  case? 

2.  Read  what  Dixon,  Cunningham,  and  other  writers  listed  in  the  biblog- 
raphy  have  to  say  about  our  government  operation  during  the  war,  and 
state  your  conclusions  concerning  what  light  it  throws  on  the  policy  of 
government  ownership  and  operation  of  railways. 

3.  Discuss  the  logic  and  practicability  of  limiting  the  activities  of  trade 
unions  of  railway  laborers,  and  especially  their  right  to  strike. 
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Abandoned  Property, 88 
Absorbing  Switching  Charges,  262,  488 
Acceptance  of  Damaged  Shipments,  513 
Accounts,  Railway,  Chap.  V 

System  of,  prescribed,  533 
Additions  and  Betterments,  86 
Administrative  Control,  526 
Agency    Rates   and    Tariffs,    257,   310, 

336  #. 
Agreed    Weight    (See    "Weight     Agree- 
ments") 
American  Railway  Association,  479.  SiS 
Anthracite  Coal  Roads,  120-127 
"Any  Quantity"  Rates,  280,  297 
Arbitraries  (Rate),  341,  353.  354 
Atchison,  Topeka  and  Santa  Fe,  85,  153, 

Atlanta  as  Railway  Center,  373 
Atlanta  Sub-Territory,  374 
Atlantic  Coast  Line,  134.  MO,  556 
Atlantic  Coast  Ports,  378,  395.  4i3 
Average  Agreement  (Demurrage),  481  ff. 

B 

Back  Haul,  Empty,  177,  222,  232,  426  (See 

also  "Empty  Car-Miles") 
Back  Haul  Uneconomic,  468 
Balance  Sheet,  8s 
Ballast,  13.  14.  47 
Baltimore  and  Ohio,  13.  6s,  108.  iio-iii, 

114.  357.  358 
Basing  Points,  343,  353.  354.  360,  370  #., 

377,  394 
Belt  Lines,  490-492 
Bill  of  Lading,  326,  433-440,  447  ff-,  467. 

515.  534 
Export,  408.  413,  437 
Blanket  Rates,  187.  350,  375.  396.  414. 

426,  428 
Boston  and  Albany,  96,  557 
Boston  and  Maine,  95,  98 
Boston,  as  Railway  Center,  98,  99,  101, 

41S 
Br\nch  Lines,  248 
Bridge  Lines,  554.  SS8 
Bridges,  13 
Buffalo  as  Railway  Center,  hi,  331, 

421 
Buffalo-Pittsburgh    Line    and    Group, 

331.  343.  350,  377.  388,  397 
Bunching  Rule,  481.  482 
Business  Aspect  of  Railways.  9.  5i9  #•. 

S2I.  569 

c 

Canada,  98,  100,  157.  494 
Canadian  Pacific,  96,  98.  99.  I57 


Canadian  Railways,  Competition  with, 
259.358,415.557  , 

Capitalization,  7,  247  (See  also  "Invest- 
ment") 
Commission's  power  over,  544 

Car-Mile,  51  ff- 

Per  day,  6s.  132.  I44,  161  . 

Car  Rental,  79,  104 

Car  Service,  34 

Commission's  control  over,  543 

Car  Shortage,  18,  69  ff-,  iSL  459.  478, 
480.  546 

Carfloats,  489 

Carload.  Average,  64,  66,  71,  103,  i33, 
152.  295 

Carload  Rates,  291,  294-298 

Carload,  Rules  Governing,  Chap.  XVIII, 

Carloadings,  69  #• 

Carmack  Amendment,  534 

Caroli.na  Territory,  m,  370,  379.  382  #. 

Cars,  17,  52 

Capacity  of,  17.  290,  298,  301 

Price  of,  18 
Central    Freight    Association    Terri- 
tory, 331,  38s 

Rate  structure  in.  Chap.  XXI,  414 
Central  Railroad  of  New  Jersey,  120. 

'25 

Certificate  of  Convenience  and  neces- 
sity. 544 

Chesapeake  and  Ohio,  108,  129,  130.  133. 
358.  382 

Chicago  and  Great  Western,  63,  147 

Chicago  and    Northwestern,    147,    152. 

Chicago  as  Railway  Center,   149,   i5S, 

395,  472.  488.  490 
Chicago,    Burlington   and   Quincy,    84. 

149.  153.  15s  „      „ 

Chicago,  Milwaukee  and  St.  Paul.  147, 

'52 

Chicago-New  York  Rate  Structure,  351. 

353  #..  Chap.  XXII 
Circuitous  Routes,  344.  345.  390 
Claims,  296,  Chap.  XXX 

Filing,  513 
Class  Rates.  285,  309.  3i4  ^„,^^ 

Classification  of  Freight.  Chap.  Xv  II, 
293  ff-.  340.  370-380 
Affected  by  packing,  443-445 
Bases  of,  270 
Territories,  276,  329 

Uniform  classification,  282.  284.  307.  391 
Coal,  98,  loi,  112,  Chap.  VIII,  140,  150. 

164.  462,  480 
Coal  Lands,  Segregation  Compelled,  122 
Combination  Rates.  310,  32s 
Commodities  Clause.  122,  533 
Commodity  Rates  and  Tariffs,  285-289- 
313,  345.  350,  367.  379.  396,  426 
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Commodity  Statistics,  54,  56,  67,  104,  118, 
125,  130,  140,  145.  158,  165 

Common  Carrier,  522,  533 

Liability  of,  408,  437,  447,  450,  470,  475, 
499,  506-507,  512,  515,  516,  522,  534 
note 

Common  Points,  335,  355 

Commutation  Traffic,  102,  115,  127 

Competition,  29,  S4,  99.  112,  175.  i99,  216, 
Chap.  XVI.  351.  358  #.,  363.  389.  411. 
415,  472  (Sec- also  "Market  Competi- 
tion;" "Service  Competition") 

Complaints,  Interstate  Commerce  Com- 
mission, 
Formal,  529 
Informal,  528 

Compulsory  Arbitration,  563 

Concealed  Loss  and  Damage,  508,  512  #., 
515 

Concentration  In- Transit,  473 

Congestion,  29S,  306,  324,  470,  476,  477. 
486,  490,  493,  495.  502.  546 

Consolidated  Classification,  269,  282- 
284 

Consolidation  of  Railways,  542  ff.,  547- 
561 
Interstate   Commerce   Commission  plan, 
549-551 

Constant  Expense  (See  "Fixed  ExfKjnse") 

Construction  of  Railways, 
Commission's  power  over,  54s  ff. 

Container  Cars,  493-495,  496  #. 

Containers,  442-444,  456 

Contingent  Fund,  General,  S4I 

Corporations,  Railways  as,  24 

Cost  (See  "Expense") 

Cost  and  Railway  Rates,  181  ff.,  183-186, 
207,  219-224,  236,  253  ff.,  339 

Cost  of  Investment,  238-247 

Cotton  Traffic,  141 

Credit,  Railway,  537.  538,  S40  #. 

Cummins  Acts,  534  nole 

Curves,  Importance  of,  12 

Cutthroat  Competition,  175 #•.  '99,  338 


Dead  Weight,  17,  49 

Delaware,  Lackawanna  and  Western, 

ICQ,  120,  122.  124.  357 
Delay,  Loss  by,  508,  si6 
Demand  and  Supply,  168,  169,  208,  224, 

233 
Demand  for  Transportation.   168,  170, 

196,  206,  232,  233,  235,  254 
Factors  determining  demand,  209-218 
Demurrage,  413,  466,  Chap.  XXVIII 
Density,  Freight  Traffic,  s7  ff-,  62,  65, 

112  ff.,  115.  116,  126,  142,  151,  160,  164 
Denver  and  Rio  Grande.  82 
Departmental  Organization,  35 
Depreciation,  78,  238 
Differential    Advantages    .  nd    Costs, 

243,  247  ff..  249-251 
Differential  Lines,  249  #•.  258.  321,  357 
Differential  Territory,  335.  376,  392 
Differentials  (Rate).  354.  359.  365.  375. 

376.  379  ff.,  38s.  387.  423.  426 
Diminishing  Cost,  iti  ff.,  185.  222 
Discrimination.  178,  181.  202  ff.,  222  ff., 

251,  263.  296.  371,  381.  397/..  473.  475. 

483.  487,  501,  524.  533.  566 
Disque  Scale,  340, 349 
Distance,  2,  12,  50,  54,  100,  419,  421 


Distance   Theory   of   Rates,    186,   221, 

342  #.,  390.  401 
Diversion,    461     (See    also     "Reconsign- 

ment ") 
Division  Superintendent,  26,  42 

DiVISIO.VAL  ORGANIZ.A.TION,  36 

Divisions  (in  Railway  Organization),  22  ff., 

26 
Dunnage,  451,  454 


Earning  Capacity,  Basis  of  Valuation, 

237  #■ 
Earnings  (See  "Revenue") 
Efficiency  in  Transportation,  2,  559 
Electricity  as  Motive  Power,  15 
Elevator  Service,  497  ff-,  533 
Elkins  Law,  533 
E.mbargoes,  322,  327,  470 
Empty  and  Loaded  Car-Miles,   64,  65, 

114,  126,  131,  isi,  159 
Equalization   (of  Rates),    190,   261,   346. 

353.  359,  384,  411.  414,  416,  428 
Erie  Railroad,  13,  57, 63, 65, 108,  122,  357. 

494 
Estimated  Weights,  455 
Ethics  and  Railway  Rates,  189,  i95.  198. 

236 
E.xcEPTioN  Sheets,  276,  388,  391 
E.x-Lake  Grai.v,  421 
Expense,  10,  15-16,  48,  59.  75.  11  ff-,  '72. 

506 
Export  Grain  Traffic,  359.  416,  421-423, 

498 
Export  Rates,  Chap.  XXV 


Fabrication  In-Transit,  473 

Fast  Freight,  263 

Ferry  Cars  (See  "Trap  Cars") 

Fixed  E.xpe.vse,  171  #.,  17s 

Floating  Equipment,  19 

Franchise, 

Nature,  523 

Value,  244 
Free  Lighterage.  489,  498 
Free  Time,  412,  466.  480.  499 
Freight  Claim  Agent,  31 
Freight  Forwarders,  306 
Fruit  and  Vegetable  Traffic,  141.  144. 
158,  159 


Gateways.  97.  99.  112.  137.  138,  iS9.  469 

General  Expenses,  80.  174 

General  Freight  Agent,  30 

Going  Value.  241.  243 

Goodwill,  245 

Government  Ownership  and  Operation, 

521.  525.  526.  565-570 
Government  Ri;<.ulation,  203  ff..  Chaps. 
XXXI  and  XXXII 

History  in  the  United  States,  530-538 

Methods,  525  ff- 

Need  of,  524  ff- 
Grades.  Importance  of.  ii,  100,  129,  41C 
Grand  Trunk.  96.  99.  108,  357 
Granger  Lines.  147-153 
Granger  Movement,  S3I 
Great  Northern.  147,  iSS 
Gross  Weight,  454 
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Group  Principle  in  Rate  Making,  343, 

346,  352  #.,  356,  360.  404-405 
Groups  (See  under  "Railways  in  U.  S.") 
Gulf,  Colorado  and  Santa  Fe,  162 
Gulf  Ports,  138,  376,  410,  41S.  425-427 

H 

Haul,  Length  of,  103.  126,  132,  152,  161 
Hepburn  Act,  428,  533 


Illinois  Central  Railroad,  134,  140 
Import  Rates,  Chap.  XXV 
Industrial  Commissioner,  32 
Industrial  Railways,  4S6 
Inflated  Mileage, 344,  348 
Initiative,  264.  520,  521 
Inspecting  Cars.  449-451 
Inspection  Bureaus,  337 
Intangible  Costs,  240,  242 
Inter-Company  Relations  in  Accounts, 

88  #. 
Interlocking  Directorates,  543 
Inter-Mountain    Points.    156,    394-395. 

397-405 
International  and  Great  Northern,  162 
Interstate  Conlmerce,  01 
Interstate  Commerce  Act,  532 
Interstate  Commerce  Commission,   204, 

228,  250,  263  ff.,  273,  282,  284,  302,  306, 

311.  324.  325.  327.  339.  349.  372.  377. 

381.  396  ff.,  404,  417,  429,  447.  450,  455. 

467,  469,  471,  475,  479,  482,  487,  488, 

491.  492.  501,  S14.  544.  561 
Organization  and  duties.  527-531 
In-Tran'sit  Privilege.  471-475,  517 
Investment  in  Railways.  7.  19,  124.  14s, 

152,  161 
Basis  of  detcimininB,  236-247 
Investment  Per  Mile,  103.  117 


Jobbers  as  Affected  by  Railway  Rates, 

372.  382,  389,  395.  398.  400 
Joint  Expense,  177  #• 
Joint  Facility  Accounts,  79 
Joint  Rates,  309,  314 
Joint  Use  of  Terminals,  500  jf. 
Judicial  Control,  526 


Kansas  City  as  Railway  Center.  149, 162 
Kansas  C"ity,  Mex  co  and  Orient,  200 
Kansas  City  Southern,  162 


Labor  Problem.  $39  ff-   560-565 

Land.  Hold-up  Values.  239 

Law  Department,  24 

Lehigh  Valley  Railroad,  120.  124,  357 

Less-Than-Carload  Freight,  40,  54,  223 
275.  290.  431-433.446.  452  iT. 
Loss  and  damage  claims.  509 

Lighterage. 412, 421.  4S9 

Livestock  Contract,  U.niform,  437 

Loading,  292,  293,  432  #.,  480 

Loading  Cars,  451-454 

Loading    Characteristics  of   Commodi- 
ties, 221.  301 

Loading  Guides,  452  ff. 


Local  Traffic,  56,  115 
Locomotive  Mile,  so#. 
Locomotives,  15-16,  50 

Price  of,  18 
Long-and-Short-Haul  Clause,  360,  368, 

371,  377-378.  380, 382, 396  #.,402,  409 

ff-,  530.  534 
Loss  and  Damage  to  Freight  442,  450, 

452.   456.  459  ff.,   493,  506.  508-S12. 

(See  also  "Claims") 
Louisville  and  Nashville,  134 
Low  Grade  Commodities,  214  #. 

M 

MacGraha-m  Scale,  359 

Maintenance,  78 

Maintenance  Expense,  80,  173,  180 

Maintenance  of  Equipment,  79,  173 

Maine  Central,  63,  95 

Man.n-Elkins  Act,  534 

Market  Co.mpetition,  259-262,  372,  382, 

395.  412,  414.  556,  560 
Marking  Freight,  446-449,  511 
Merchant  Marine  Act,  429 
Mileage  Scales  and  Rates,  318,  339-343, 

355.  356,  380,  388 
Milling  In-Transit,  472,  473,  474  #. 
Minimum  Carload,  221,  454 
MiNiMU.M  Carload  Weight,  272,  292,  294, 

299-302 
MiNiMu.M  Charge, 

Carload,  292 

Less-than-carload,  293 
Mi.NiMU.M  Rates.  367 

Minneapolis  as  Railway  Center,  150,472 
Mississippi  Rivkr,  139,  151 
Mississippi  River  Crossings,  138,  381 
Mississippi  Valley  Territory,  333,  370, 

376-378 
Missouri.  Kansas  and  Texas,  63,  162 
Missouri  Pacific,  162 
Missouri  River  Points,  149,  151,  153,  396, 

399  #. 
Mixed  Carloads,  302-307 
Monopoly, 

Natural  in  anthracite  coal,  123 

Railways  partial,  natural,  199  ff.,  237 
Monopoly  Price,  Law  of,  200  #. 
Montgomery  Sub-Territory.  374 
Motor  Truck  Competition,  264,  351,  494 

N 

National  Association  of  Railway  Com- 
missioners, 479.  531 
National   Industrial    Traffic    League, 

479.  515 
Net  Weight,  454 
New     England     Freight     Association 

Territory,  330 
New  England  Railways,  95  ff.,  556 
New  England  Rate  Structure,  348-351 
New  York,  as  Railway  Center,  99  ff., 

489,  498 
New  York  Central,  12,  13,  22,  96,  106, 

no.  117,  357,  497 
New  York,  Chicago  and  St.  Louis,  108, 

130 
New  York,  New  Haven  and  Hartford, 

95 
New  York,  Ontario  and  Western,  120 
Norfolk  and  Western  Railway.  129, 130, 

133 
Nor.mal  Growth  of  Railway  Traffic.  72 
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North  Pacific  Coast  Freight  Bureau, 

335 
Northern  Pacific,  63,  147,  i5S.  160 


Official  Classification  Territory,  276, 
329,  466 

Ohio  River  Crossings,  137,  346,  374,  469 

Operating  Department,  25 

Operating  Ratio,  61,  64,  116,  133 

Order  Bill  of  Lading,  43s,  448,  467 

Oregon- Washington  Railroad  and  Navi- 
gation Company,  153,  157 

Organization,  9,  21  #. 

Original  Cost,  242 

OuT-OF-LiNE  Haul,  468 

Overcharge  Claims,  508,  314.  Si7.  S29 

OVER-CONSTRUCTION,  164 


Pacific  Coast  Ports,  155  ff.,  394,  409,  413, 

428  #. 
Pacific  Freight  Bureau,  334 
Packing, 442-446,  511 

Affects  classification,  275 
Panama  Canal,  156,  164,  265,  393  #•.  398, 

401-402 
Panama  Canal  Act,  534 
Passenger  Traffic,  7-8,  19.  Z2  ff.,  44,  64, 

101,  102,  117,  127,  142 
Passing  Tracks,  is 
Pennsylvania  System,  23,  63,  108,  iio- 

III,  IIS,  117.  122,  130,  357 
Percentage  Rate  System,  361-364,  379. 

387.  399  #. 
Philadelphia  and  Reading,  120,  125 
Physical  Connection,  Compulsory,  500 
Pilferage,  444,  509,  510.  512 
Pittsburgh  as  Railway  Center,  hi.  331, 

353 
Placement  of  Cars,  468,  480 
Pocahontas  Roads,  93,  127-133,  382 
Political  Influences,  198,  568 
PoMERENE    Bills    of    Lading    Act,    534 

note 
Pool  Cars,  292 
Pooling,  533,  542 
Port  Differentials, 
Domestic,  365  ff. 
Export  and  import,  414,  423  Jf. 
Port  Facilities,  99 
Ports  of  the  United  States,  410 
Postage  Stamp  Theory  of  Rates,  186  ff. 
Private  Cars,  480.  S43 
Proportional  Rates,  310,  346  jT. 
Protection  to  Domestic  Lndustry,  406  #., 

412,  423 
Public  Aid  not  Investment,  245 
Public  Policy,  192 

Public  Utility,  6, 10, 198,  237,  522  iT.,  331 
Purchasing  Agent,  34 
"Pusher"  and  "Helper"    Locomotives, 

12,  49,  118 


Railroad  Labor  Board,  539,  561 
Rails,  14 
Railways  in  U.  S., 

Groups,  92,  95.  137 

Mileage,  7,  15,  484 

Revenue,  7 

Traffic,  7,  16 


Rate    Advances,    General,    and    their 

Effect,  341.  375  note,  427,  537 
Rate  Territories,  328-335 
Rates,  Railway, 

Commission's  power  over,  545 

General  level,  169,  196,  Chap.  XV,  541  ff. 

Interstate  Commerce  Commission  theory, 
228,  404 

Maximum,  201  ff.,  224 

Minimum,  201,  2Q~  ff.,  224,  229 

Notice  of  change  required,  409,  428 

Theory,  253-256 

Value  theory,  ib-  ff. 
Reasonable  Rates,  224,  542 
Rebates,  359 
Recapture  Clause,  541 
Receivership,  Miles  in,  536 
Reciprocal  Demurrage,  477 
Reciprocal  Switching,  488,  501 
Reconsignment,  461-471,  482 
Refrigerator  Cars,  160,  263,  543 
Regulation     (See    "Government    Regula- 
tion ") 
Reproduction,  Cost  of.  Basis  of  Valua- 
tion, 238-242 
Revenue, 

Accounts,  80  ff. 

Gross,  61-62 

Inadequate,  536 

Net,  per  mile,  60,  63,  64,  126,  132,  143, 
152,  161 

Net,  total.  62 

Per  ton  mile,  64,  102,  116,  126-127,  132, 
143 

Per  ton  of  various  commodities,  67 

Per  train  mile.  65,  116,  132,  143 

Percentage  from  various  sources,  75 

Seasonal  variation  in,  71 
Richmond,  Fredericksburg  and  Potomac, 

136 
Road  Bed,  13,  15,  240 
Routing,  312,  320,  500,  508 

Shipper's  rights,  i2i 

s 

Seaboard  Air  Line,  134,  140 

Seasonal  Traffic,  6g,  loi,  123,  141.  151, 
164 

Seasonal  Variation,  69,  71 

Seasoning  of  Road-Bed,  240 

Service,  Competition  in.  262-264,  488 

Shipper's  Load  and  Count,  496.  512 

"Short  Hauling  "  Itself  not  Required 
OF  A  Carrier,  soi 

Shrinkage,  474 

Sidings,  15,  484 

Social  Point  of  View,  520 

Solicitor  Freight,  29,  31 

South  Atlantic  Ports.  138,  139,  141 

Southeastern  Territory,  Mi,  370 

Southern  Classification  Territory,  277, 
329,  Chap.  XXIII 

Southern  Freight  Association  Terri- 
tory, 332,  Chap.  XXIII 

Southern  Pacific.  153.  iSS.  i57 

Southern  Railway  System.  23,  134,  140 

Southern  Railways,  Chap.  IX 

Southwestern  Freight  Bureau  Terri- 
tory, m 

Southwestern  Lines,  162-164 

Special  Service,  221  ff.,  459,  499 

Specific  Cost,  207,  219,  220 

"Specific  Mixtures,"  304 
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Speed  as  Transportation  Factor,  2,  S2, 

54.  222,  442,  516 
Spokane  Case,  401 
Standard  Lines,  321,  357 
State   Classifications  and   Rates,    281, 

30s.  346,  347.  380  #. 
State  Regulation  of  Railways  531-S32. 

(See    also    "State    Classification    and 

Rates") 
States'  Rights,  544 
Statistics,  Chap.  Ill 
Stopping  Cars  in  Transit,  461,  464,  463, 

468 
Storage  and  Storage  Charges,  447,  476, 

477.  498  ff. 
Store  Door  Delivery,  493-496 
St.  Louis  as  Railway  Center,  149,  162 
St.  Louis-San  Francisco,  162 
St.  Louis-Southwestern,  162 
St.  Paul  as  Railway  Center,  150 
Strikes,  561,  564 
Supply,  171,  234 

Supply  Price  of  Transportation,  207,  220 
Switching,  432,  468,  485 

Switching  limits,  468  ff.,  48s,  486 
Switching  Charges,  292,  487  ff. 
Switching  Tariffs,  489 


Tap  Lines,  486  ff. 

Tapering  Mileage  Rates,  342 

Tare,  49 

Tariff  Bureau,  31 

Tariffs,  268,  309-320 

Taxation,  not  Analagous  to  Rates,  19S 

Terminal  Charges,  479 

Terminal  Expense,  54,  S9.  221,  339,  343, 

360,  388,  421 
Terminals,  19,  41,  321,  420,  431  ff-.  Chap. 

XXIX 
Problem,  499-SOS.  SSS 
Texas  and  Pacific,  162 
Texas  Common  Points,  33s 
Through  Rates,  310 
Ties,  14 

Time,  as  Expense  Factor,  si 
Tolerance  (Weight),  457  ff- 
Ton  Mile  (as  Statistical  Unit),  S3  Jf. 
Ton- Miles,  43 
Topography,    Effect  of,   on   Railways. 

98,  no,  124,  138,  ISO,  IS7.  373 
Track,  13,  14.  47 

Miles  of.  484 
Track  Stcjrage,  466,  476 
Tractive  Power,  16,  si 
Traffic  Associations,  336-338 
Traffic  Department,  27  ff. 

Organization  chart,  33 
Traffic  Expense,  80,  174 
Traffic  Statistics,  43  #• 
Train,  Defined,  48 
Train-Load  Data,  6s,  66,  103,  ris,  I33. 

143.  152,  161,  164 
Train-Mile,  48  #. 

Transcontinental  Freight  Bureau  Ter- 
ritory, 334.  i^i,  394  ff- 
Transcontinental   Lines,    153-162,    163, 

SS6 
Transcontinental    Rates,     265,     Chap. 

XXIV,  415.426,  428  #. 


Transit  Privileges  (See  "In-Transit") 
Transportation, 

Definition,  l 

Economic  function,  8,  523 

Efficiency  tests  of,  2 

Importance  and  advantages,  3-6,  523 
Transportation  Act  of   1920,   247,   402, 

535-546 
Transportation  Expense,  75,  174 
Trap  Cars,  452,  492 

Trunk  Line  Freight  Association  Terri- 
tory, 330,  351-356 
Trunk  Lines,  12,  Chap.  VII,  130 
Tunnels,  13 
Two-in-One  Rule,  298 

U 

Unbalanced  Traffic,  ioi,  itzff.,  130  #., 

142,  151,  IS9.  425 
Union  Pacific,  23,  63,  82,  153,  155,  156, 

158,  161 


Valuation,  for  Rate  Making,  236 #. 
Act  of  1913.  535 

For  condemnation,  238,  502,  503 
Value  of  Commodities  Theory,  193  ff.. 

213.  274 
Value  of  Service  Theory  of  Rates.  191  ff. 
Virginia  Cities,   137.  33i.  352,  354,  367, 

378,  382-385,  469 
Virginian  Railway,  129,  133 


W 


Wabash,  109 

Wages,  Regulation  of. 

Adjustment  to  cost  of  living  proposed,  565 
Transportation  Act,  539.  561-562 

War.  Effect  on  Railways,  536-538 

Water  Competition,  in,  139.  150,  156. 
260,  265,  351.  354.  358.  359,  363.  370. 
389.  391  ff.,  394.  399.  402 

Waterfront  Belt  Line,  490  #. 

Waybill,  440-442 

Weak  Roads.  548,  553,  554.  557 

Weather  Interference,  481,  516 

Weighing  Freight,  454-458 

Weight  Agreements,  458 

Western  Classification  Territory,  277, 
329 

Western  Pacific,  82,  153 

Western  Trunk  Line  Committee  Terri- 
tory. 333 

Western  Trunk  Lines.  137 

What  the  Traffic  Will  Bear,  188 


Yards,  is.  481.  485 

Yazoo  and   Mississippi  Valley,   63,    I34. 
140 


Zones,  Rate,  340,  349,  361  ff.,  37S.  378 
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